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. 7 United States Circuit Court, 


SOUTHERN DISTRICT OF NEW YORK. 


New York PHonocrapH Company, 
Complainant, 


vs. 


NaTIonNaAL PHonoGRAPH CoMPANY, 
ET AL., 
~ : Defendants. 


DEFENDANTS’ BRIEF ON COMPLAIN- 
: ANT’S PETITION FOR AN ATTACH- 


4 This is a motion for an attachment against the de- 
; fendant for an alleged contempt in violating the in- 
junction of this Court granted in this action on March 

26, 1906. 


The injunction is as follows: 


“ Now, therefore, we do strictly command, enjoin 
and restrain you, the National Phonograph Com- 
pany, and you, its officers, agents, clerks, servants, 
employees, attorneys, sugcessors, assigns, associ- 
ates, dealers, confederates and all persons in 
privity. with the Wational Phonograph Company, 
and each and every of you under the penalty that 
may fall thereon, perpetually from directly or in- 
directly selling or leasing within the State of New 
~ York, phonographs and supplies therefor to others 

than complainant, and from using within the State 


k Wile 


Raymond 
i Librar 


ge 


2 


of New York, phonographs and supplies therefor, 
and from causing to be sold, or causing to be 
leased, or causing to be used, within the State of 
New York, phonographs and supplies therefor, by 
others than complainant, and from selling for use > 
or licensing for use within the State of New York, | 

| 

| 


phonographs and supplies therefor, by others than 
complainant, in violation of the provisions of and , 
of the rights of the complainant wader certain con- 
tracts as extended bearing date October 12, 1888, 
between the North American Phonograph Com- 
pany and the Metropolitan Phonograph Company, 
and also between Thomas A. Edison, the Edison 
Phonograph Company, the Edison Phonograph 
Works, the North American Phonograph Com- 
pany, and Jesse H. Lippincott, and a contract | 
bearing date the 6th day of February, 1889, be- 
tween the North American Phonograph Company 
and John P. Haines, and a contract bearing date 
July 1, 1893, between complainant and the North 
American Phonograph Company.” (Italics ours.) 


The violation charged in the petition is that the de- 
fendant 


“ has, since the said injunction was served upon 
it, on the 27th day of March, 1906, so/d to others 
than complainant, for use within the State of New 
York, without complainant’s consent or per- 
mission, phonographs and supplies known and 
designated as Edison phonographs and supplies, 
and has permitted its officers, agents, clerks, 
servants, employees, attorneys, associates, dealers 
and confederates, and persons in privity with it, 
to sell phonographs and supplies known and de- ‘| 
scribed as Edison phonographs and supplies, for 
use within the State of New York.” (Italics ours). | 


This charge and the facts intended to support it are 
repeated throughout the complainant’s papers. A 
comparison of the injunction as granted and the papers 
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| of the complainant upon this motion reveals the sur- 
‘prising fact that the defendant is nowhere charged 
with doing any one of the acts which, by the injunc- 
tion, it is forbidden to do. The injunction certainly 
* 6 contains no reference to the articles, to the sale of 
which complainant now objects, namely: “ Phono- 
graphs and supplies known and described as Edison 
phonographs and supplies therefor;” while, in the 
- petition, we find not even the suggestion that defend- 
ant has sold “within the State of New York phono- 
graphs and supplies therefor by others than complain- 
ant, in violation of the provisions of and of the rights 

of the complainant under certain contracts,” ete. 
Complainant’s papers would be no less sufficient on 
which to base an attachment for contempt had they 
charged the defendant with the sale of music boxes in 

w violation of such injunction. 


The injunction not effective to restrain 
the use or sale, within the State of New 
York, of phonographs or supplies therefor 
now manufactured by the National Phono- 
graph Company. 


It is the obvious purpose of the complainant, in 
these proceedings, to show that the injunction of 
March 27th, 1906, against the National Phonograph 
Company, was intended by the Court to enjoin the 
sale, within the State of New York, of all phonographs 
and supplies therefor, regardless of patents under 
which they are manufactured. 

In the Eleventh paragraph of the petition herein 
(p. 9), and elsewhere throughout its several sections 
ww gil ows (pp. 9, 11, 12), it is repeatedly charged that, since 

March 27th, 1906, the National Phonograph Company, 
without complainant’s permission, has sold within the 
State of New York, 


“phonographs and supplies known and described 
~ as Edison phonographs and supplies.” 
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The one charge throughout the petition in relation 
to defendant’s wrongdoings is that it has sold or 
caused to be sold “ phonographs and supplies known 
as Edison phonographs and supplies.” And this charge 
is as consistently repeated throughout complainant’s 
affidavits. Thus, in his affidavit (p. 27), James L. 
Andem says : 


“Solomon B. Davega has been continuously 
engaged in selling phonographs, known and de- 
scribed as Edison phonographs and supplies 
therefor” * * *; 


and that (p. 31), 


“ phonographs, known and described as Edison 
phonographs and supplies therefor, are being sold 
at John Wanamaker’s store, in New York.” 


And Mr. Hicks, no less than complainant’s other 
witnesses, deems it unnecessary to go further than to 
charge defendant with having handled 


** Edison phonographs and supplies therefor.” 


And that complainant is now and has be © attempt- 
ing to so broaden its injunction as to cove: .: phono- 
graphs is further shown by a circular letter, of which 
the following is a copy, which, since the date of the 
injunction, has been widely distributed throughout the 
State of New York : 


“No. 149 Nassau STREET, 
“ New Yorn, March 26, 1906. 


“INJUNCTION NOTICE. 


“To att Draters IN Epison PHONOGRAPHS AND 
PHONOGRAPH SUPPLIES WITHIN THE STATE 
oF New York: 


* Attention is called to the following Decree of 
the United States Circuit Court for the Southern 
District of New York, granting an Injunction 
restraining the National Phonograph Company, 
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and its Agents and Dealers from selling or 
leasing phonograph and supplies therefor within 
the State of New York, excepting through the 
New York Phonograph Company.” 


The foregoing notice is an unqualified statement that 
the injunction is directed against all phonographs sold or 
to be sold by the National Phonograph Company. But 
the injunction, framed as it is, precludes only the sale 
of such phonographs and supplies therefor as are with- 
in or subject to complainant's contract rights, and can 
have no such meaning. Nor, as we shall presently 
show, has the National Company, since the issuing of 
such injunction, either manufactured or sold any such 
phonographs or phonograph supplies as should be re- 
garded as within its prohibitive effect. 

Complainant’s petition papers would be no less suf- 
ficient as a basis upon which to charge contempt be- 
cause of the selling of Victor talking machines, Colum- 
bia graphophones, or any other form of talking machine. 
All are within the broad designation ‘ Edison Phono- 
giaph.” Nota talking machine has ever been made 
that has not contained the invention claimed by Edi- 
son’s basic phonograph patent, No. 200,521, of Febru- 
ary 19, 1878 (Deft’s. Exs., Book of Phonograph Pat- 
ents). And, from the date of that invention—the 
year 1877-—he has been universally recognized as its 
author.* 


* The Century Dictionary and Cyclopedia (1895) :—‘* Phono. 
graph.” * * * ‘*A form of phonautograph, the invention of 
Thomas A. Edison, by means of which sounds are made to pro- 
duce on a register permanent tracings, each having an individual 
character corresponding to the sound producing it. The sounds 
can be afterward reproduced by the register.” 

Cyclopedia of Useful Knowledge (p. 449):—‘* Phonograph. This 
is an instrument invented by Mr. Thomas A. Edison for recording 
and reprodusing speech, music, and sound generally. It is one of 
the most marvelous inventions of the age, and at the present time 
bids fair to become a leading feature in social, commercial, and 
scientific progress. In its earliest form, when introduced by its 
inventor to public notice in 1877, it consisted of an horizontal metal 
cylinder. * * * The surface of the cylinder, cut by a long spiral 
continuous groove, was enwrapped bya smooth sheet of tinfoil, on 
which the phonograph record was traced.” 
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And since the broad patent No. 200,521 was one of 
the series under which complainant's rights were 
granted (Deft’s Ex., pp. 21, 37), if the National Com- 
pany were handling graphophones, talkophones, or 
Victor machines, its petition would be no less ap- . . 
propriate to cover such machines than the modern 
Edison phonograph. All of them would fall equally 
within its aim. , 

It is distinctly pointed out by Judge Hazexi (136 
F. R., 600, 612-615) that complainant’s license rights 
were not granted in perpetuity ; and not only does he say 
such rights were not granted in perpetuity, but he says 
they can extend only to such unexpired patents as had 
once been owned by the North American Phonograph 
Company. 

A year before the injunction became effective, many 
such patents were still in force, but, at the time when 
the injunction became effective, all of them had either 
expired, or their use had been discontinued ; and so it is 
that since the issuing of the injunction, the apparatus 
manufactured and sold by the National Phonograph 
Company has contained the invention of no Edison 
patent to which complainant’s license might apply, 
which was then in force. 

Clearly, it is from Judge Hazet’s findings that we 
are to ascertain the extent of complainant’s license 
rights, since his decisions, as appears from the follow- 
transcript, were affirmed by the Cireuit Court of Ap- 

“peals without either explanation or modification (144 


F. R., 404) : 


“* Appeal from decree of the United States Cir- 
cuit Court for the Southern District of New York 
granting an injunction and accounting. The 
opinion of the court below is reported in 136 Fed. 
Rep., 600. 

“ Per Curiam : 

“ The court below in its opinion has clearly and j 1 
exhaustively discussed all the questions which 
appear to be material to the disposition of this 
case. The arguments advanced on this appeal 
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have received the consideration demanded by the 
importance of the case and the magnitude of the 
issues involved. We fail to find, however, any 
error in the reasoning or the conclusions on which 
the decree is founded, and we, therefore, deem it 
unnecessary to add anything to the opinion of the 
court below, in which we concur, and on which the 
decree should be affirmed with costs.” 


Whatever Judge Hazet has found in this case must 
stand as res judicata in all of its further proceedings. 

At the settlement of the decree, before Judge Hazet, 
in the lower court, complainants submitted a form of 
order of a breadth which was obviously intended to 
include all phonographs which had been or might 
thereafter be manufactured by the National Phono- 
graph Company (Buckingham’s Affidavit, p. 169). 
But such form was disallowed ; and for it was substi- 
tuted a form containing restrictions adapting it to the 
limitations of complainant’s license rights, as may be 
seen from the comparison found in Buckingham’s affi- 
davit (D. R., pp. 170-175), where the two forms are pre- 
sented in parallel column. 

As the comparison of Buckingham’s affidavit — 
(D. R. Ex., p. 176), the form presented by complainant 
was amended by appending to it the following para- 
graph, to wit : 


‘in violation of the provisions of and of the rights 
of the complainant under certain contracts as ex- 
tended bearing date October 12, 1888, between 
the North American Phonograph Company and 
the Metropolitan Phonograph Company, and also 
between Thomas A. Edison, the Edison Phono- 
graph Company, the Edison Phonograph Works, 
the North American Phonograph Company and 
Jesse H. Lippincott, and a contract bearing date 
the 6th day of February, 1889, between the North 
American Phonograph Company and John P. 
Haines, and a contract bearing date July 1, 1893, 
between complainant and the North American 
Phono graph Company.” 
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In substance, one was a form of decree directed 
against all phonographs ; the other a decree directed 
against only the use and sale of such phonographs and 
appliances as might be in violation of complainant’s 
license rights, whatever those rights, by further in- - 
quiry, might be ascertained to be. 

Unfortunately, the discussion between the court and 
counsel at the settlement of the decree was not re- 
ported, nor have we any other record of such proceed- 
ings than the proposed decree which was presented 
by complainant and the one which was adopted (Buck- 
ingham Affidavit, p. 176). Although upon memoranda ' 
made shortly after such settlement, Buckingham, who 
was then present, and a party to such discussion, says 


' 
(his affidavit, p. 175) : i 
f 


“ Much, in this connection, however, was said 
both by the court and by counsel for the parties, 
it having been recognized by all that it was plaint- 
iff's purpose to secure a decree extending to all 
phonographs and phonograph supplies, and that 
it was equally the purpose of the court and of de- 
fendant’s counsel that the decree should have no 
such broad meaning, and that it should not extend 
beyond the lifetime of the various unexpired pat- 
ents to which Judge Hazet had referr'! in his 
second opinion.” . 


From a comparison of the decree which was pro- 
posed by complainants and that which was adopted, 
there can be no doubt as to the purpose of the court ; 
but, aside from such comparison, on its face, the in- 
junction writ is clearly not addressed to all phono- 
graphs and supplies therefor (Complainant’s petition, 
Printed Record herein, Exhibits A and B, pp. 
15-19), in the plainest of terms, the order only 
purports to restrain the National Phonograph 
Company and others from selling or leasing such ‘ 
phonographs and supplies therefor, within the State 
of New York, as shall be ‘ in violation of the 
provisions of and of the rights of the complainannt under 
certain contracts” * * * (Complainant’s petition, 
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Ex. B, pp. 20-21). What these rights were, Judge Hazen 
did not profess to know, further than that they were 
rights extending to certain unexpired patents. Nor, 
from the record presented to him, could he have de- 
fined them more specifically. 

Complainant believes its injunction should have 
been broad enough to prohibit, within the State of 
New York, the sale of ail phonographs ; but that the 
order, as made, was much narrower in scope, is a ques- 
tion not open for discussion. 

The injunction which we are accused of violating 
went into force March 27, 1906, and at that time com- 
plainant was immediately notified of the course that 
the National Company proposed to pursue (Buck- 
ingham’s affidavit, p. 176; Hick’s affidavit herein, p. 
88). On March 28, 1906, defendant sought from 
Judge Haze a stay of the injunction for sixty days to 
enable it to so modify its apparatus as to dispense 
with all such features of invention as, in its opinion, 
were subject to complainant's rights; and by the 
papers then presented, and otherwise, defendant’s 
proposed course was fully indicated to complainant. 
Yet, during the eighteen months, since that time, com- 
plainant has in no manner sought to test the question 
in this court, although complainant now says in its 
petition and affidavits that the National Company has 
been notoriously selling its apparatus throughout the 
State of New York (Buckingham, Defendant’s Affi- 
davits, p. 176). ; 

The complainant attempts to explain its inaction by 
references to certain differences with the solicitors, but 
as we point out in our discussion of the subject of 
laches (pust, pp. 195-201), this explanation is entirely 
inadequate. 

The inference seems irresistable that complain- 
ant, like ourselves, must have been convinced 
that, under Judge Hazet’s decision, the National 
Company, after the apparatus of its manufactures 
had been changed, was well within its rights; and 
that if Judge Hazev’s findings were adopted, there 
could no longer be ground for the contention that their 
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rights might extend to all phonographs. And if so 
convinced they must have known that they could go no 
further in the Federal courts, or, at least, in the Sec- 
ond Circuit. But they were not willing to there stop. 
And, as their petition shows, they have since gone to 
the State courts to secure an interpretation of their 
rights that plainly had been denied them by this court. 
And, having secured such an interpretation, it is here 
presented, after a delay of nearly eighteen months, 
not merely to explain but to modify this court’s in- 
junction. But, obviously, the injunction of this court 
must stand on its own bottom, and is not to be en- 
larged in any such vital particular by the findings of a 
State court. Moreover, we believe this to have been 
an infringement suit of which a State court could have 
no jurisdiction ; and that is one of the questions which 
is soon to be presented to the Appellate Division upon 
the appeal which has vow been taken (Beecher Affi- 
davit, p. 200). 

If we have violated the injunction, that fact must be 
ascertained from Judge Hazew’s decisions, and from 
them alone; it certainly cannot. be ascertained from 
Judge Kroen’s findings, for it is the injunction of this 
court, and not Judge KroGu’s, that we are accused of 
violating. Even if the findings of Judge Haze were 
insufticient to define complainant's rights, that cireum- 
stance could have been no fault of ours; nor can 
any such deficiency be supplied from another court. 
If further testimony were required to ascertain the 
scope and meaning of this injunction, if taken at all, 
it must certainly be taken in some proceeding ancil- 
lary to this action. 

Obviously, without some further proof than is con- 
tained in the Appeal Record, it cannot be determined 
whether the injunction has or has not been duly ob- 
served by defendant. 

Prior to the injunction, Edison’s older and broader 
patents had expired; and if there were others to 
which plaintiff's license might apply, they were im- 
provement patents. Judge Hazeu said there were such 
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so improvement patents, namely, patents for improvements 
no which had been made 
ec- “in the years 1888, 1889, 1890, 1891, 1892, and 
op. 1893”; but whether these patents had or had not ex- 
to an 6 pired, or whether the improvements of them had or 
eir had not been used in the manufactures of the National 
irt. Phonograph Company, in the Appeal Record, at least 
ere 4 there is not a scintilla of proof to show. Upon our 
hs, : own independent investigation we have ascertained 
in- that many of these patents had expired by reason of i 
urk the expiration of their statutory terms of seventeen 
en- years, that others had expired by reason of the expira- ; 
fa tion of shorter term foreign patents; that the inven- : 
een tions of many of them had never been, or at the date 
ive of the injunction, were not used in the manufactures of 
ich the National Phonograph Company, and that there 
0D were still a few other recent-date patents to which 
Hi- complainant's license could by no possibility apply. 
These were the results of owr examination. Can it be 
he supposed that complainant made no similar examina- 
om tion and was not equally cognizant of the facts that 
om such an examination must have disclosed? And, [ 
his. if so, is it too much to assume that it was upon this 
of understanding that complainant suspended proceedings 
ere E- in one court, hoping by some good luck to better its . 
im- position in another ? 
ean } Clearly, we are not to be punished for contempt of 
irt. this injunction in the absence of such proof in the 
the appeal record as is indispensable to show the substan- 
all, tial nature and extent of those rights which the injunc- 
cil- tion was granted to protect. Perhaps such proof 
might have been supplied in the course of an account- 
on- ' ing, or by a special reference to a master, or otherwise ; 
aed | but whether so or not, no such proof has been supplied 
ob= on by complainant. 
der | 
to ' 
im- : : 
ach 
we ‘ 
i 
} 
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The Bill of Complaint, the Nature of the 
Right Therein Claimed, the Charges of 
Invasion and Prayers for Relief. 


Under Judge Hazev’s findings, a decree intended to 
include and subordinate all phonographs could not 
possibly have been granted ; but, aside from this fact, 
such an order would have greatly enlarged the relief 
prayed for in the bill of complaint; or, at least, until 
the extent of complainant’s contract rights had been 
ascertained—which had not then and has not yet been 
done—it could not have been said that all Edison 
phonographs were then or would thereafter be sub- 
ordinated by them. The complaint (Appeal Rec., pp. 
1-19) specifies certain contracts under which com- 
plainant claims to have acquired an exclusive license 
to lease and sell phonographs within the State of New 
York, under the inventions of Thomas A. Edison 
(Appeal Rec., pp. 1-7, paragraphs 1-6 of the com- 
plaint) ; and following the allegations as to the terms 
and conditions under which such rights were obtained, 
it is charged that, long prior to the filing of the com- 
plaint, defendant, without the license of com- 
plainant and without any right so to do 
and in violation of complainant’s rights, sold 
and continues to sell phonographs embracing Edison 
inventions, within the State of New York (Appeal 
Rec., pp. 11-14, paragraphs 10, 11); and as is usual in 
bills for infringement, injunctions pen/ente lite and 
perpetual are prayed (Appeal Rec., pp. 11-14, com- 
plaint, paragraphs 10, 11) ; and there are also the usual 
prayers of infringement bills for an account of profits, 
an assessment of damages, and a discovery for the de- 
termination of such profits and damages (Appeal Rec., 
pp. 15, 16, complaint, paragraph 13). 

Referring to paragraphs 1-6 of the complaint, it is 


plainly averred that complainant’s title is exclusively 


based upon patent rights. 
Thus, as to those rights that the North American 
Company had acquired and was prepared to and did 
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confer upon its licensees, the complaint alleges (Ap- 
e peal Rec., pp. 2, 3, paragraph 1) that 
f ; 
“On the 12th day of October, 1888, and prior 
. thereto, and at times hereinafter referred to, the 
o~ North American Phonograph Company, * * * 
ot owned and controlled the sole and exclusive right, 
t, title and interest in and to certain patents of the 
af , , United States and the Canadas for inventions of 
il Thomas A. Edison, appertaining to what is known 
n as the phonograph. and speaking-phonograph 
as” including letters patent of the United States, 
n granted to Thomas A. Edison and numbered 200,- 
a 521; 201,760; 213,554 ; 227,679; 382,414; 382,- 
D. 416; 382,417; 382,418; 382,419; 382,462, and 
= 386,974, and certain other letters patent granted 
se to the said Edison, and the inventions and im- 
wv provements covered thereby, and possessed the 
n sole and exclusive right to use and to let and sell 
1- to others for use and sale within the United States 
is the inventions covered thereby, and acquired and 
d, possessed the right to all inventions and improve- 
- ' ments made or to be made by said Edison within 
= five years from October 28, 1887, and within 
1) fifteen years from August 1, 1888, upon the phono- 
id graph as it existed at said dates, October 28, 1887, 
ya and August 1, 1888, the said North American 
al Phonograph Company having acquired said 
DS : ownership, control and rights in and to said 
d patents, inventions and improvements by virtue 
1- of certain agreements and transfers,’ * * * 
al “as will more fully and at large appear by said 
Ss, instruments in writing, when produced,” * * * 
im ; 
2g . , In paragraph 2 of the complaint (Appeal Rec., p. 3), 
itis averred that the North American Phonograph 
is ° Company, having such exclusive patent rights to sell, 
ly : j did sell a limited right thereunder to the Metropolitan 
Phonograph Company for a period of five years to be 
.D exercised within a part of the territory of the State 
id~ of New York ; and such, in substance, is the similar 
~ 
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allegation of paragraph 5 of the siete (Appeal 
Rec., p. 6). See the following: 


and 


“Thereafter and on or about the 6th day of Feb- 
ruary, 1889, the North American Phonograph 
Company, being then, as aforesaid, the sole and 
exclusive owner of the said patents, inventions and 
improvements, and possessing said sole and exclu- 
sive control and rights in the United States and 
Canada, and having the exclusive right thereunder 
to grant perpetual’ licenses, entered into a 
certain contract in writing with one John P. 
Haines,” * * * 


thereby 


“the North American Phonograph Company 
granted to said The New York Phonograph Com- 
pany, * * * the sole and exclusive rights to 
use and exhibit, and to let to othersto use, * * * 
all phonographs and appliances therefor made 
under said letters patent or in accordance with 


said inventions and improvements as afore- 
said, . * * * 


And in paragraph 6 of the complaint (Appen!, Rec., 
pp. 7, 8), in referring to the extended agreement under 
the Haines license, it is alleged that 


“ the rights and privileges granted and conferred 
by the aforesaid contract were extended until the 
26th day of March, 1903, and for such further 
time, at the option of The New York Phonograph 
Company, as should be equal to the time for which 
the said North American Phonograph Company 
should become authorized to grant an exclusive 
license under any patent or patents relating to 
phonographs or improvements therefor, in accord- 
ance with the terms and conditions of said 
contract,” * * * 


a 
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These allegations of title are entirely consonant with 
the language of the licenses themselves : 


“Fourtu. The party of the first part at the 
places where Phonographs or Phonograph-Gra- 
phophones are manufactured or from its depot of 
supplies situate nearest to the general office of the 
party of the second part, will deliver to the party 
of the second part Phonographs and Phonograph- 
Graphophones and supplies therefor, made and to 
be used under the patents and rights herein de- 
scribed during the continuance of this agreement, 
and as herein set forth and permitted” (Italics 
ours) (Appeal Record, Vol. II., fol. 803). 


CHarces oF Invaston.—And such having been the 
rights and privileges which complainant alleges it ac- 
quired, complainant next presents charges of invasion 
of those rights as follows (Appeal Rec., pp. 13, 14, 
paragraphs 10, 11): 


“10. (Complaint, p. 13} * * * and the 
said defendants and each of them did sell and 
use and caused to be sold, and caused to be 
used within the State of New York, phonographs 
and supplies therefor, with full knowledge of 
the exclusive rights and privileges aforesaid of 
your orator within the State of New York and 
knowingly, in violation of said exclusive rights 
and privileges of your orator and in wrongful 
and unlawful invasion, violation and defiance of 
your orators exclusive: rights, privileges and 
property in and to and arising out of said agree- 
ments by and between your orator and its 
predecessors with the North American Phono- 
graph Company. 

“11. (Complaint, p. 14] * * * and sold 
and caused to be sold, and used and caused to 
be used, and sold to be used within the State of 
New York, phonographs and supplies therefor 
embedying said inventions and improvements, 
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patented and unpatented, to the damage of 
your orator in the sum of one hundred thou- 
~ sand dollars ($100,000.00).” 


THE PRAYERS OF THE COMPLAINT.—The relief sought 4 
is, in every particular, that which is prayed in infringe- 
ment suits. In paragraph 13 (Appeal, Rec., pp. 15, 
16) appears the usual prayer of such bills in which 
damages, accountings and an injunction pendente lite ‘ 
as well as perpetual are prayed. See the following: 


“and that the defeudants and each of them may 

w 1 be compelled to account for and pay over the in- 
come thus unlawfully derived from the rights of 

your orator as above set forth, and be restrained 

from any further violation of said rights, your 

orator prays that your Honors may grant a writ 

of injunction restraining the defendants and each 

= of them, and each of their attorneys, * * * 
from * * * using orselling, * * * within 

the limits of the State of New York, * * * 

any phonographs or phonograph supplies in viola- 

tion of the provisions and the rights of your 

orator of and under said contract of October 12, 


a # 1888, said contract of February 6, 1889. and said 
; contract of July 1, 1893. And also that your 

Honors, upon rendering of the decree © an in- 

junction as above prayed for, may » oceed to 


assess * * * jin addition to the profits to be 
accounted for by the defendants aforesaid, * * * 


the damages which your orator has sustained by 
reason of such violation of its rights and privi- 
leges in the sum of one hundred thousand dollars 
($100,000). And your orator pays also that a 
; temporary restraiuing order and a preliminary in- 3 
~ | junction be issued out of and under the seal of 
this Honorable Court to the same purport, tenor 
and effect as hereinbefore prayed for with respect 
to said perpetual injunction, and for costs, and 
for such other and further relief as the equity — 
of the case may require and to your Honors may 
i “| seem meet.” 
4 , _ ; cei - RAVIMOHER. Wile 
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Obviously, complainant does not show that there 
ever was a contract giving to complainant exclusive 
rights in and under unpatented inventions, or.a con- 
tract that would extend those rights beyond the life of 
patents that had expired; nor was there any such con- 
tract, according to the tindings of Judge Hazet. In 
his second opinion, Judge Hazet definitely found 
that complainant’s license was not in perpetuity ; and 
further, that it could not extend to expired patents. 
Clearly enough, if complainant’s license were not in 
perpetuity and could not extend to expired patents, 
the deduction is plain that it was Judge Hazeu’s view 
that complainant’s rights could extend only to unex- 
pired patents, and, therefore, that the basis of those 
rights was not to be found in patents that had ex- 
pired. 


Judge Hazel’s Findings: Complainant’s 
License not in Perpetuity and Can Extend 
Only to Unexpired Patents. 


As appears from Judge Hazew’s decision (136 
F. R., 600-616; Appeal Rec., pp. 1924-1943, 1985- 
1994), certain inventions and _ patents relating 
to the phonograph were sold by Mr. Edison, 
in 1888, to one Jesse H. Lippincott, and by the 
latter to the North American Phonograph Com- 
pany which, as a parent concern, granted licenses 
under such patents to numerous sub-companies, among 
whom were the two predecessors of complainant 
herein ; that the business carried on by the licensee 
companies proved unsuccessful ; that both the North 
American Company and its licensees became insolvent, 
and that in the early part of 1896 the assets of the 
North American Company were purchased by or 
through Mr. Edison for the National Phonograph 
Company. And the Edison patents, having been thus 
bought as a part of such assets, the question arises as 
to what extent the title thus acquired by the National 
Phonograph Company is diminished by such rights as 
had been granted to complainant. According to the con- 


Raymon 
D an ne 


dR. E 


ekbrar 


18 


tention of defendant, complainant had wholly forfeited 
its license rights from the fact that it was unwilling and 
unable to resume the phonograph business in 1896; ° 
whereas, it was the contention of complainant that it 
had performed the conditions incumbent upon it, for 
the preservation of its rights, under its contract with 
the North American Company; and that its license 
rights had been fully preserved and that they extended 
in perpetuity. Judge Hazex, however, while not find- 
ing that complainant’s rights had been forfeited, as de- 
fendant had contended, did find that such rights had 
not been granted in perpetuity, and that they did not 
extend beyond the terms of the patents to which they 
related. 

The older and broader of the Edison patents have 
long since expired ; but under the contract between 
himself, Lippincott and the North American Company, 
of August 1, 1888, it was provided that Mr. Edison 
should continue to make improvements for a period of 
fifteen years, dating from August 1, 1888, and that, 
under certain conditions, such additional patents 
should be assigned to the North American Company. 
And, under the contract of August 1, 1888, upwards of 
one hundred patents were thereafter obtained for im- 
provements which Mr. Edison made preceding the sale 
of the North American assets in 1896. 

Under the agreement of August 1, 1888, it was pro- 
vided that the North American Company, while ac- 
quiring such improvement, should pay very consider- 
able amounts to Mr. Edison, both for expenses incident 
to the taking out of patents and for such experiments 
as should be necessary in that connection ; and it was 
further provided that Mr. Edison should be paid sub- 
stantial royalties upon many of these improvements. 

Presumably this agreement would have continued in 
force for fifteen years if the North American Company 
had remained solvent and competent to perform its 
conditions ; but when, with its insolvency and the sale 
of its assets, the North American Company perished 
aud was no longer competent to perform its part of the 
agreement, could it then have been entitled to such 
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improvements ? We believe not, and doubtless it was 
upon this basis of reasoning that Judge Hazet found 
that complainant’s rights could apply only to a series 
of patents, the inventions of which had been made, or 
applied for, during the years 1888 to 1894 (136 F. R., 
614; Appeal Record, p. 1991). 

AS we understand, it is still the contention of com- 
plainant that its license rights were granted in per- 
petuity, although in other actions in the State courts 
upon a substantially similar complaint, a lesser claim 
as to the period of these rights, has been advanced, 
it having been sometimes claimed that they extended 
tothe 11th day of September, 1917, and, again, to 
August 9, 1921; but that these rights were neither in 
perpetuity nor until August 9, 1921, or September 11, 
1917, is, as we helieve, made apparent by Judge Hazet’s 
second opinion. In his later opinion, Judge Hazen 
assumed that perhaps it was the intention of Messrs. 
Edison, Lippincott and the North American’ Company 
that a license in perpetuity should have been granted to 
the Edison Phonograph Works for the manufacture of 
the phonograph and appliances therefor ; but, whatever 
the purpose of the parties in that connection, the grant 
to the Phonograph Works, Judge Haze said (136 
F. R., 613 ; Appeal Record, p. 1990), afforded no ground 
for the inference that complainant’s license had been 
granted in perpetuity; nor, as may be gathered from 
such opinion, would an inference that complainant’s 
license was in perpetuity be possible upon any ground 
whatsoever. Thus, Judge Hazex said (136 F. R., 613 ; 
Appeal Record., pp. 1988-1989) : 


“ The argument [of complainant that its license 

_ Was in perpetuity] proceeds upon the theory 
that, as the American Company acquired legal 
title to the Edison phonograph patents, the 
license granted by that company to the Metro- 
politan Company continued during the life of the 
patents, and, the manufacturing contract between 
the American Company and the Edison Works 
being in perpetuity, the license privileges conveyed 
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to complainant’s predecessors were likewise per- 
petual or of indefinite duration. TZhis inference, 
however, is not warranted by the law or facts” 
4 (Italics ours). 
~ 4 (Jbid.) “ What precise meaning may be given Fe - 
to the words ‘in perpetuity ’ (contained in the 
contract between the American Company and 
Edison Phonograph Works) is not necessary to a 
decision here. The duration of the manufactur- : ’ 
i ing contract, as to whether it was continuous, per- 
~ petual or limited, does not affect the authority to 
extend the licenses in question, which the Ameri- 
can Company had under the agreement by which 
the patents were sold to it and the exclusive rights 
granted as hereinabove mentioned. That the 
franchises, rights, and privileges secured were 
= q transmissible to complainant’s predecessors upon 

| , the terms and conditions specified in the contract 

must, therefore, be conceded.” 


: Nor Does Complainant's License Extend to Expired 
4 Patents. 


And not only has Judge Hazex found that complain- 
E ant’s license was not granted in perpetuity, but he 
additionally finds that no valid license could hs) ¢@ been 
granted by the North American Company b» > oud the 
lifetime of the patents which it had owned or might 

own (136 F. R., 613, Appeal Rec., pp. 1989-1990) : 


“ It is well settled,” Judge Hazet says, “ that a 
patent does not carry with it any rights beyond 
the term of the patent, or, in the words of Robin- 
son on Patents, sec. 815: 

«¢« A patentee is not permitted’to issue a license 
beyond his own right.’ 

* Tt may be noted for illustration that an exten- 
sion of the term of the patent, which, in certain 
: : cases was permitted under the prior act, does not 
4 inure to the transferee of a license, in the absence of 
language expressive of such intention. Hodge et-at. 
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er- v. Hudson River R: Co., 6 Blatchf. 85, Fed. Cas, 
we, No. 6559; Wilson v. Rousseau ‘et al., 45 U.S. 
” 646, 11 L. Ed. 1141; Mitchell vy. Hawley, 6 Fish. i 

331, Fed. Cas. No. 6250; Jd., 16 Wall. 544, 
‘en ‘ . 21 L. Ed. 322. 
hs : ' “ Furthermore, it is held that, during the period 
nd wherein an exclusive right has been granted 
ra the patentee or licensor cannot invade 
1r- a ‘ the territorial license without infring- 
or- ing the grant, and that, in the absence of ex- E 
to press provision covering the duration for which a 
ri- license is granted, the legal presumption is that i 
ch the parties meant.to continue their relations dur- 
its ‘ing the term remaining at the time the license or 
he privilege is conveyed. 
re “ This would seem to preclude the possibility of t 
o> the license to complainant's predecessors containing j 
et a perpetual covenant or valid provision continaang 
the term beyond the life of the eed (Italics E 4 
and black type ours.) F 4 
i 
™ Clearly, according to Judge HazeL, complainant’s i 
7 license contains no provision expressive of an inten- f 
ie tion that its term should extend beyond the lifetime 
he of the patents. When, in the parts of his decision [ 
on above quoted he said, 
~ “in the absence of language expressive of such in- 
eo tention,” 
* and, again, 
id “in the absence of express provision covering the | 
- duration for which a license is granted,” 
8 ~ he,.by inference said that complainant’s license | 
contained no express provision under which it 
ms : might extend beyond the lifetime of the patent. By 
ae go implication, he said parties might contract as they i 
ot pleased, but that, in the absence of express language to t 
Va ? the contrary, the presumption must be that such 
ieee licenses will not extend beyond the lifetime of the pat- 
’ 
j : 
| | 
= i 
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ents to which they relate. And in addition to the 
authorities cited by Judge Hazen, there are many 
others. In Walker on Patents, 4th Ed., Sec. 309, it is 
said : ; 


_ “A license not expressly limited in duration 
continues until the patent expires.” 


A License Under Many Patents, Where the More Im- 
portant of Them Huve Hxpired, lemains Effective Only 
as to Unexpired Patents. 


It is complainant’s theory that if one insignificant 
patent out of the hundred to which its license once ap- 
plied, remained in force, its rights would be perpetu- 
ated as if all of the hundred of them were still alive. 
But blanket licenses upon many patents, in the ab- 
sence of some express provision to the contrary (which 
in this case, as above noted, Judge Hazer says does 
not exist), die by degrees as the different patents ex- 
pire. 

In Sproull vs. Pratt & Whitney Co., 101 F. R., 266, 
Judge TownsEnD explicitely said that, upon the expira- 
tion of the more important of several patents, where a 
license had been granted upou them all, full royalties 
could not be exacted, and that royalties should be paid 
only upon those that remained in force : 


“ The presumption must be, in the absence of ex- 
press language to the contrary, that royalties are 
intended to expire with the patents. In these 
circumstances I think it ought not to be held that 
the parties intended that the same royalty should 
continue after the expiration of these patents, 
when only a very small portion of the goods 
manufactured remained covered by the patents ” 
(Italics ours). 


This is a noteworthy case, from the fact that when 
this question first came before Judge Towysenp (97 
F. R., 807, 809), he held a contrary view—the view that 
full royalties should be paid to the expiration of the 
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e 
y patent having the longest term to run. Thus, he said 
- (Ibid, 809) : 
‘ “In view of these conclusions, I am inclined to 
(The / think that defendant should be paid the agreed 
| royalty, based on the whole price of said articles, 
and of any combination of said articles containing 
id ‘ any part of the patented invention during the life 
y of said patents.” 


Whether licenses should expire by degrees, when . 
grantcd upon many patents of different date, was not, 
pe as we shall presently show, at that time,,a new ques- 

tion, and upon reconsideration Judge TowNsEND readily 

abandoned the view that the defendant should pay the 
agreed royalty during the lifetime of any one of the 

several patents, as is seen from his subsequent decision 
= above noted (101 F. R., 266). And, upon his revised 


a view of the law, he was sustained by the Circuit Court 
6 of Appeals, as appears from the decision of Judges 
thy Lacomse and Suipman (108 F. R., 965). See the fol- 
er lowing : 
oe 
a2 “The complainant construes the contract to be 
. a continuing and indivisible agreement for the 
payment of the specified percentage of proceeds 
_ upon the sales of all machines and other articles 
re made in accordance with expired or unexpired 
ae. 5 patents. Unless the contrary appears to have been 
ack the intention of the parties, the presumption is that, 
ld under a license for the exclusive right to manu- 
™ | facture and sell under a patent, royalties are not 
dies payable upon articles manufactured and sold after 
~ a the expiration of the life of the patent. Parties 
may, of course, contract as they choose ; but, in the 
’ absence of some provision by which a promise for 
en . the continuing payment of royalties upon expired 
97 . patents may be fuirly inferred, the presumption is 
lat that the contract is upon the ordinary terms as to 
Ye the duration of royalties.” (Italics ours.) _ 
- 
~ 
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Among the many decisions upon this subject are the 
following : 

In Ross vs. Fuller & Warren Co., 105 F. R., 510 
(Coxe, Judge), it appeared that, in a prior suit, the 
chief claim of the principal patent had been held in- 
valid ; that the remaining claims, by reason of such 
decision, were insignificant in character and of little, if 
any, value; and that, as toa subsidiary part, there 
had been no agreement fixing a specific royalty for its 
use; whereupon Judge Coxe held that there could be 
no recovery whatever. 

In Holmes, Booth & Hayden vs. McGill, 108 F. R., 
238 (C. C. A., Second Cireuit), several of the many 
patents upon which a blanket license had been granted, 
remained in force; but, there being no specific pro- 
vision to that effect, the court held that the licensee 
could not be required to pay royalties under those of 
the patents that had expired. 

In Stanley Rule & Level Co. vs. Bailey, 45 Conn., 
464, where a license had been granted upon 
a large number of patents, the licensor had 
been paid full royalties, upon the assumption 
that all of the patents had remained in force, 
whereas, many of them had _ expired; and 
suit having been brought for a recovery of royalties, 
the court held that there must be a recovery of all that 
had been paid upon patents that had expired, and that 
the defendant was entitled to receive royalties only 
upon articles manufactured under patents that had not 
expired. 

See, also, 

Kelly vs. Porter, 17 F. R., 519. 

Wooster vs. Simonson ef al., 16 F. R., 680. 

Westcott vs. Rude, 19 I. R., 830. 

Seal e¢ al. vs. Bookkeeper Pub. Co. e¢ al., 
130 F. R., 449 (C. C. A.). : 

Saint Paul Plow Works vs. Sterling, 140 U. 
S., 184, 195. 

Johnson vs. Allen, 120 Mass., 78. 


The foregoing are cases where the controversy had 
arisen as to the right of a licensor to exact full royal- 
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ties where many of the patents of the license had ex- 
pired, but if it is the law that royalties can only be ex- 
acted on articles manufactured under patents that have 
not expired, it must equally be the law that the period 
of the latest patent granted, where the license is upon 
a great number of them, cannot be tuken as a measure 
of time to determine the duration of a license as a 
whole; nor, if such is the law with reference to royal- 
ties, could the latest patent granted constitute a time 
measure of anything beyond its own contents. 

In cases of this class, itis a circumstance of weight 
that the articles made under the various patents might 
be separately used, and that they had ordinarily been 
sold for separate use; but, as we subsequently show, 
every one of the Edison patents now in force is upon 
some separable device which may be replaced by some 
other similar device that, by no stretch of the imagina- 
tion, could constitute an infriugement. 

Thus, the device of patent No. 652,457 (and of the 
reissue thereof, No. 11,857, September, 1900) is for a 
reproducing stylus which is as easily replaceable in a 
phonograph as is the needle of a sewing machine 
(Dyer’s Affidavit, D. R., pp. 4, 61, 62). 

Patent No. 604,740, May 31, 1898, Mr. Dyer says, 
(D. R., p. 61) relates to « small detail in devices for 
supporting the friction pads of a governing apparatus 
used as a part of the spring motor in phonographs of 
the “ Home” and “ Standard” types. This, also, is a 
replaceable detail, which, as Mr. Dyer says, might be 
wholly dispensed with, with no inconvenience what- 
ever. 

And the mica diaphragm of patent No. 454,941, June 
30, 1891, which was dispensed with on March 26, 1906, 
when the injunction went into effect, was a separable 
and replaceable detail which, as Mr. Dyer says (D. 
R., p. 19) was sold by phonograph dealers as an article 
of supplies, as if it were a button, pen or needle, or 
any other implement requiring to be occasionally re- 
placed. 

Also the spiral-rib arrangement (Patent No. 414,761, 
November 12, 1889), which was likewise discarded 
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March 26, 1906, while not a distinct and detachable 
feature, was, nevertheless, a feature that might or 
might not be used, regardless of every other constituent 
of a sound-producing record (Dyer, D. R., p. 13). 

Other Edison patents still in force are those relating 
to processes for manufacturing phouograph records ; 
but each and every one of these processes in so far 
as they may have been used by the National Company, 
might be substituted by some other well-known process 
now and long since practiced in the phonographic art 
(D. R., pp. 46-60). 

If the devices of the many patents, covered by a 
single license, all contributed to the making of one in- 
divisible machine, full royalties might still be exacted 
even though all of the patents but one had expired, 
assuming, of course, the one device to be indispensable 
to the making of a serviceable or salable machine ; and 
such is the law relating to accountings where the sala- 
bility and serviceability of an entire machine is de- 
pendent upon the single invention of the patent in- 
fringed. 

Wales vs. Waterbury Mfg. Co. (C. C. A.), 
101 F. R., 126. 


But not so if the device of the patent is a small or 
separable feature, and is not a device upon which the 
salability and utility of an entire machine depends. 

As Judge WaLLAcE says (101 F. R., 129), 

“such a rule would work unjustly in many cases— 
as where the patented feature is of an insignificant 
part of the machine or article—and it is probably 
because of its manifest inequity in such cases that 
the courts have placed upon the complainant the 
burden of proof. Thus in Garretson v. Clark, 111 
U.S., 120, 4 Sup. Ct., 291, 28 L. Ed., 371, where 
the patent was for an improvement in a mop 
head, and the defendant sold mops which con- 
tained the patented improvement, but otherwise 
were the common unpatented article, it would 
have been unreasonable to permit the complain- 
ant to recover the profits on the entire mops, and 
because he had not given evidence to apportion 
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le the profits between the patented features and the 
si other features of the mop, the court decided that 
nt he had not established any basis for the recovery 
of profits. The court in that case quoted with 
u6 ° : approval the proposition stated in the following 
or terms : 
far “« The patentee must in every case give evi- 
‘ys iy dence tending to separate or apportion the de- 
sions ‘ fendant’s profits and the patentee’s damages be- 
art tween the patented features and the unpatented 
rs features, and such evidence must be reliable and 
» tangible, aud not conjectural and speculative ; or 
on he must show by equally reliable and satisfactory 
a evidence that the profits and damages are to be 
xl, } calculated on the whole machine, for the reason 
| that the entire value of the whole machine as a 


"\ marketable article is properly and legally attribut- 
able to the patented feature.’” 


1O- 
te In Sproull vs. Pratt & Whitney Co., Judge TowNnsEND, 
while having Wales vs. Manufacturing Co. (supra, p. 22), 
dy before him, reached the following conclusion (101 F. 
es R., 266) : 
or 
10 “ The articles were not united and then sold, and 
there is no reason to suppose that the sale of the 
patented articles caused the sale of the others. 
= Out of the more than $19,000 worth of goods on 
afew which royalty is claimed not more than $50 worth 
ly of goods covered by the patents appear to have 
at been sold conjointly with the machines. The 
te presumption must be, in the absence of express 
dl language to the contrary, that royalties are in- 
re & tended to expire with the patents.” 
ns ° And such was the conclusion of Judge Coxe in 
- 2? Ross vs. Fuller & Warren Co., 105 F. R., 510 (supra, 
d r p- 24). 
ne ‘ - And such, also, was the decision in Holmes, Booth 
a & Hayden vs. McGill, 108 F. R., 238, and in Stanley 
= Rule and Level Co. vs. Bailey, 45 Conn., 464 (supra, 
p. 24). 
~ 
~ 
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Every one of the Edison patents now in force, in- 
cluding those for inventions which were made by him 
after the dissolution of the North American Company, 
is for some separable device or process which, if used 
at all, is so used; and, such being the fact, those of 
w ; the Edison patents which are still in force can carry 
no right either to the entire phonograph or to the 
phonographic record as a whole; and, if complain- 
ant’s license may be regarded as attaching to them at , ' 
all, such license can have no scope or effect beyond the 
bare subject matter of these particular patents. And, 

~ such being the case, it is the privilege of the owner of 

the Edison patents to eliminate the inventions of these 

patents from its apparatus, and to thereby wholly evade 

the entanglements of complainant's license if it so 

chooses. 

In purchasing the Edison patents, the National 
Phonograph Company bought them minus such rights 
as were owned by the licensees of the North American 
Company, but it did not take upon itself any obliga- 
tion whatsoever to assume the executory undertakings 
of the North American Company to its licensees. The 
National Company bought the Edison patents, as did 
the purchaser of certain patents in Bradford Belting 
Co. vs. Kisivgen-Ison Co. (C. C. A.), 113 TF. R., 811, 

812, where it was held (p. 812, head note 3) : 


€ 


“ While the assignee of a patent takes it sub- 
ject to equities existing in favor of a previous 
license, he does not, in the absence of express 
contract, assume any obligation to perform the 
contract of his assignor with the licensee, or to 
protoct the latter in the rights which the license 
purports to convey.” 


Lllegality of Licenses Covering Expired Patents. 


* Within reasonable limits, as was said by Judges 
: Lacombe and Suipman (108 F. R., 965, Supra, p. 23), é 


“Parties may, of course, contract as they 
choose ” ; 
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but under the authorities, parties have not an unlim- 
ited right to grant licenses extending beyond the life- 
time of patents, particularly if the license contem- 
plates a great number of them. 

In Strait vs. National Harrow Co., 18 N. Y. Supp., 
224, 234, this question having arisen, an entire line of 
contracts between a patent-holding company and nu- 
merous manufacturers of harrows was held to be illegal 
and against public policy. In the statement of the 
case preceding the decision in Bement vs. National 
Harrow Co., 186 U.S., 78, it was said of the New York 
case that 


* All of the contracts then in existence which 
were affected thereby were immediately canceled 
by the parties to such contracts.” 


In Strait vs. Harrow Co. (18 N. Y. Supp., 224, 234) 
the court said : 


“The contracts, as interpreted by the court, 
however, are clearly beyond the powers of the de- 
fendant corporation as a legal entity, and it is not 
necessary here to adjudge the corporation illegal 
in order to annul a contract in excess of corporate 
power. Jor is the defendant's contention that the 
monopoly formed is authorized by the federal stat- 
ute a justification of these contracts. If these con- 
tracts were limited to the lifetime of these patents, 
the argument should not be dismissed without a 
serious consideration. But when the parties have 
assumed to contract for fifty years beyond the pos- 
sible lifetime of any of these patents, it is clear 
that the federal law has given no right to such mo- 
nopoly. It follows, therefore that the plaintiffs 
are entitled to the relief asked in the complaint, 
and that the injunction allowed the defendant upon 
its counter-claim must be vacated and set aside, 
and the defendant’s prayer for relief denied.” 

(Italics ours.) 


See, also, Bement vs. National Harrow Com- 
pany, 186 U.S., 76, 84. 

See, also, Pope Mfg. Co. vs.,Gormully, 144 
U. S., 236. 
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Most obviously, under these authorities, if the license 
of the New York Phonograph Company were in per- 
petuity or had been granted by the North American 
Company, which then held a wonopoly in the talking 
machine business, to run even for a considerable 
period beyond the lifetime of its patents, or of all 
such patents as were of substantial importance in the 
construction of phonographs or supplies therefor, such 
license, within the rule of these cases, would have been 
void, or at least, void after the expiration of the pat- 
ents. 


Complainant's license could apply to 
none of the Edison Patents now in force 
which are used in the manufactures of the 
National Phonograph Company. 


Mr. Dyer (Affidavit, D. R., pp. 64-66), deals exhaust- 
ively with this question, and, upon a review of more than 
one hundred patents, finds that there is no one in all 
of them upon which infringement of complainant’s 
rights may be charged. This list of patents, we be- 
lieve, includes every patent to which complainant’s 
license could apply, and, as well, several others of later 
date, which, we believe, to be wholly independent of 
such right ; but before proceeding to a consideration 
of this larger list, it is desirable that we refer to the 
forty-seven patents, copies of which were prodnced in 
complainant’s record and which were conspicuously 
before Judge Hazet (Appeal, Rec., Vol. 2, pp. 1133- 
1304), in order that we may understand upon what 
basis he reached his estimate of complainant’s rights. 
All of these forty-seven patents, however, are included 
in the larger list. 

Many of these forty-seven patents were in force 
when, on April 20, 1905, Judge Hazew’s second opin- 
ion was rendered; but, as appears from Dyer’s affi- 
davit, there was but one of the forty-seven which, at 
the date of the injunction, remained in force or which 
could have been infringed by the apparatus of the 
National Phonograph Company, namely, No. 414,761, 
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of November 12, 1889, relating to the spiral ribs within 
the bore of cylindrical records. The invention of this 
patent, however, as Dyer says (D. R., p. 13), was 
wholly eliminated from the manufactures of the 
National Company from the date of such injunction ; 
nor was the manufacture of this feature resumed prior 
to November 12, 1906, when the patent expired (D. R., 
pp. 14, 135). ‘ 

To those unskilled in this art, the elimination of the 
spiral ribs, in changing to smooth-bore records, would 
have seemed a simple and inexpensive undertaking ; 
but, as Hird states (D. R., p. 136), such change, 
with that from the mica to the copper diaphragm, 
cost the National Phonograph Company more than 
$100,000. 

Perhaps the requirements of this undefined injunc- 
tion would have been technically satistied by the elim- 
ination from the manufactures of the National Phono- 
graph Company of the one feature, namely, the internal 
ribs of the records; but it was our purpose to observe 
the injunction to the utmost of our ability ; and to 
that end, we carefully scrutinized every phonograph 
patent which, even by implication, we imagined might 
be subject to the license of the New York Phonograph 
Company. In the scouring investigation that followed 
we found, beyond the group of the 47 that were before 
Judge Hazet, one more such patent, to wit, No. 454,941, 
granted June 30, 1891, relating to the so-called built- 
up mica diaphragm. And the invention of this 
patent was also discarded when the injunction became 
effective, the mica diaphragm having been replaced by 
a stamped-out corrugated copper plate which, since 
March 26, 1906, has been exclusively used (Dyer’s 
Affidavit, D. R., p. 18 ; Hird’s Affidavit, p. 134). 

And there was one other patent, namely, No. 400,648, 
April 2, 1889, for a composition of wax of which phono- 
graph records had once been made, which, as Dyer 
says (D. R., p. 64), might have been infringed. The 
patent was broad, and, to be on the safe side, no 
phonograph records were sold to jobbers or dealers 
who were believed to be doing business within the 
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State of New York from the date of the injunction, 
4 until April 3, 1906, or until sach patent had expired. 
2 In short, when the injunction became effective 
against the National Phonograph Company on March 
27, 1906, aside from certain factory processes which - 
were used only at Orange, New Jersey, or patents for 
inventions which were made subsequent to the in- 
solvency of the North American Company and the sale 
of its assets, but three patents were in force which 
were, or had but shortly before that time been used in 
the manufactures of the National Phonograph Com- i 
pany; and of these, two were discarded, while, to 
avoid a possible infringement of the third, all ship- I 
ments of phonograph records to the State of New York 
were discontinued until its expiration. 
As above noted, the invention of the spiral-rib pat- i 
ent No. 414,761, of November 12, 1889, was discarded 
at very considerable expense, although with the idea ‘ 
that a smooth-bore record would perhaps be prefer- 
able. This expectation, however, not having been ful- ; 
filled, the making of records with internal spiral ribs 
was resumed some time after the patent expired, or on 
or about the 22d day of November, 1906 (Hird’s Affi- 
davit, D. R., p. 136). 
The copper diaphragm, as a substitute for the built- t 
| 


( 
TO SE 6 OT RTE A TE LE TE AL LIT AL LI CIT 


4 up mica diaphragm, has shown itself to be a substan- 

tial improvement and is now manufactured by the 

National Phonograph Company, and will be, after the 

- expiration of such patent, to the exclusion of the built- 
up mica form. 

The Edison patent No. 454,941, June 30, 1890, con- 
tains three claims, and in addition to the claim spe- 
cifically limited to a diaphragm consisting of a number 
of disks of graduated size, there are claims for making 
¥ y the diaphragm thickest at the centre and thinnest at its 
periphery ; but this feature, as well, is absent from the 

copper diaphragm, which. at every part of the disk, is 

of one thickness, as may be seen from the specimen 4 
here produced as “* Defendant’s Exhibit Copper Dia- 
| phragm ”. The mica diaphragm is also here produced 

as “ Defendant’s Exhibit Mica Diaphragm.” 
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Why patents of recent date, or patents 
for inventions made after the dissolution 
of the North American Phonograph Com- 
pany and the sale of its assets, are not 
“ ’ subject to complainant’s license. 


Judye Hazel’s Omission to Consider Recent-Date Pat- 
é ents— The Agreement of August 1, 1888. 


The contract of August 1, 1888 (Appeal, Ree., pp. 
866-870), when considered in connection with the in- 
solvency and dissolution of the North American Phono- 
graph Company, plainly shows why complainant's 
license can not apply to cover such later patents. And 
that this was Judge Hazev’s view we believe cannot be 

doubted. Of the forty-seven patents, copies of which 
~ were before him (Appeal, Rec., pp. 1133-1304), four of 
; them (pp. 1286-1304) were applied for between March 
5, 1898, and August 18, 1900. The numbers of these 
patents, the dates of their grant and of their applica- 
< . tions are as follows : 
No. 667,202, granted February 5, 1901, application 
filed May 8, 1900. 
No. 667,662, granted February 5, 1901, application 
filed May 8, 1900. 
No. 676,225, granted June 11, 1901, application filed 
August 18, 1900. 
No. 713,209, granted November 11, 1902, application 
| filed March 5, 1898. 

But, while commenting upon the possible life of 
comp lainant’s license, Judge Hazet wholly omitted to 
consider these four patents. He does not say why he 
did not consider them; but it is amply signiticant 
that, in giving consideration to such of the Edison 
patents as he assumed might be subject to such li- 
cense, he took account only of those extending to im- 
provements which were obviously made prior to the 
* dissolution of the North American Company and the 

sale of its assets. Thus, he said (136 F. R., 614): 


( 


. ’ 
4 “Manifestly, at the time of executing the li- 
q censes, the parties were unable to specify and 
~ 
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determine the period of their continuance, as that 
apparently was dependent upon future improve- 
ments in the phonograph and the status of the 
parties at the expiration of the original term. 
wv Such an interpretation of the intention of the mix 
parties induces the holding that, znasmuch as im- 
provements were made subsequent to the contract of 
August 1, 1888, to wit, in the years 1888, 1889, 
1890, 1891, 1892, and 1893, and patented by Mr. ‘i 
Edison, the license privileges or franchises granted 
w by the American Company to the Metropolitan 
Company continued, without the necessity of fur- 
ther terms or conditions expressive of such inten- 
tion. Such being the fact, the American Company 
had authority and power to convey the privileges 
mentioned in the agreement until the expiration 
~ of the life of the phonograph and improvement 
patents.” (Italics ours.) 


Clearly, it was the interpretation of Judge Hazen 
that the improvements made under the August 1, 1888 
contract, to which the North American Company 
might have become entitled, were improvements 
which were made . 


« 


“in the years 1888, 1889, 1890, 1891, 1892 and 
1893,” 


and only these. To have definitely named these dates, 
while attempting to fix upon patents under which the 
North American Company might have granted licenses, 
was, by the simplest rules of interpretation, to ex- 
clude all others. He was called upon to define the 
metes and bounds of complainant’s license ; and this 
he was attempting to do. And while pointing to im- 
provements that were made in the years L888 to 1893, 
not only did he have before him the four patents 
whose applications were of dates from March 5, 1898 2 a. * 
to May 8, 1900, but complainant was urging him to 
- j find that its license was either in perpetuity or that it 
extended far beyond March 26, 1903. 
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Moreover, Judge Hazet had before him lists con- 
taining dates of other recent patents which were 
granted to Edison. : 

Thus, in Complainant’s Exhibits 19 and 20 (Appeal 
Rec., pp. 737-739), there were dates of patents in ad- 
dition to those of the four patents above named, as 
follows : 

October 1, 1901, May 8, 1900, September 11, 1900. 

Also in Complainant’s Exhibit 120 (Appeal Rec., p. 
1084) was an assignment of patent No. 622,843, of 
April 11, 1899 ; while Complainant’s Exhibit 122 (Ap- 
peal Rec., p. 1088) was an assignment of patent No. 
604,740, of May 31, 1898, making, in all, five additional 
dates to which Judge Haze might have referred, if he 
had wished to consider improvements made subsequent 
to the sale of the North American assets. 

We do not believe that Judge Hazex could better 
have explained his reasons for pointing only to im- 
provements which were made in the years 1888 to 
1893. He might well have explained just why and 
how the contract of August 1, 1888 had ceased to be 
operative ; but it was not necessary that he should do 
so, since, on its face, this contract showed many con- 
ditions that could not have been enforced, against 
Edison, by the North American Company 
after the sale of the latter's assets in the 
spring of 1896. For example, in the part of 
the August 1, 1888, contract, which we here quote, it 
was provided that Mr. Edison should receive substan- 
tial payments, not only for the taking out of patents, 
but, as well, for experimental expenses in connection 
with the making of the improvements therein contem- 
plated ; and it was further provided that he should be 
paid substantial royalties upon a large class of inven- 
tions which were likely to be included within such ex- 
periments. See the following (Complainant’s Exhibit 
13, Appeal Rec., pp. 866-870) : 


“ Fourts. Any invention or improvement made 
by the said Edison within fifteen years from the 
date hereof upon the phonograph, as it now ex- 
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ists shall be assigned to the company without 
F further compensation. But any invention made by 

the said Edison, within fifteen years from the date 

hereof, relating to a special phonograph or special 

" 4 extra for the phonograph, which is sold as an extra, 
such as the manufacture of duplicate records of 
q music, novels, &c., or any invention by which the 
use of the phonograph is enlarged, or by which 
4 it is adapted to uses other than those for which it 
FE is now available, shall be assigned to the company, 
and the company shall pay to the said Edison a 

royalty of fifteen per cent., computed on the manu- 

facturer’s price to the company, of every special 

phonograph, special extra, duplicate records 

or apparatus embodying the invention by which 

the use of the phonograph is enlarged or by 

which it is adapted to uses other than those for 

which it is now available, as the case may be. 

Clocks to be exempted from all contracts. Al/ 

patents issued on said invention shall belong to 

q the company and all expense of procuring the 
| sume shall be paid by it. No new patented in- 
vention to the said Edison assigned or assignable 

to the company hereunder shall be usc on or 

sold with the phonograph-graphophone, and no 

new patented invention owned or controli<cl, now 

4 or hereafter, by the Volta Graphophone Company, 
al j shall be used upon or sold with the said phono- 

graph. 

“Fiera. In order that the said Edison may 
conduct experiments looking towards the improve- 
ment of the phonograph, the company shall allow 
him to draw, for experimental expenses, for the first 

sel i year from the date hereof, Fifteen thousand dol- ; 
a lars ; for the second, Ten thousand dollars; for 

the third, Seventy-five hundred dollars, and yearly, 

for ten years thereafter, Five thousand dollars. 

* These expenses to be paid upon vouchers showing : . 

actual net cost, with no profit to the said Edison, 


~ 
or any company in which he is interested.”’ 
“Nintu. This contract is predicated upon the 
~ 4 
e F 
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assumption that all the provisions of a contract en- 
tered into between the said Edison and Jesse H. 
Lippincott, dated the 28th day of June, 1888, have 
been or will be carried out. In case the said Lip- 
pincott should fail to pay to the said Edison the 
five hundred thousand dollars, as in said contract 
provided, this contract shall be null and void.” 
(Italics ours.) 


Obviously, it would be preposterous to assume that 
Edison was reimbursed by the North American Phono- 
graph Company for the taking out of patents after the 
dissolution of the latter and the sale of its assets, or 
that he was thereafter paid the five thousand dollars a 
year contemplated by the August 1, 1888, contract, or 
any part of that amount, or that royalties were paid to 
him. That he was not so reimbursed or paid any such 
royalties, and that his cash loss otherwise arising from 
such insolvency was more than four hundred thousand 
dollars, see Edison’s afiidavit, pp. 128, 129, and post, 
p. 55. 

The August 1, 1888, contract, in so far as it related 
to the improvement patents, was executory in char- 
acter, and was a contract that became nugatory the 
moment the North American Company was forced into 
insolvency and liquidation. Lippincott became in- 
solvent in 1891 and died in 1894 (Edison Affidavit, D. 
R., p. 129), and with the involuntary insolvency of the 
North American Company, 


“ Allits executory contracts perished with it, 
for this is an implied condition of their execu- 
tion.” 

~~ vs. Globe Mutual Ins. Co., 91 N. Y., 


Or, as is stated in Griffith vs. Boom & Lumber Co., 
46 W. Va., 61, 


“ Where an insolvent corporation is forced into 
liquidation and dissolution, all its executory con- 
tracts perish with it, for this is an implied condi- 
tion of their execution.” 
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But we are not obliged to look to cases in support 
of this proposition; the rule is a familiar one and is 
found in all of the standard corporation treatises. In 
Cyclopedia of Law & Procedure, Vol. 10, p. 1312, it is 
said: , « Bs 
“The executory contracts of a corporation be- 
com nugatory after it is forced into an involun- 
tary liquidation and dissolution.” ae 


And such is the rule as laid down in Boone on Cor- 
- porations (post, p. 149); in 7 Am. & Eng. Enc. Law 
; (2d Ed.), 116; in 1 Am. & Eng. Corp. Cas., 586, note 
594; and in many other similar works. See, also, 
post, pp. 146-155. 
Performance of the August 1, 1888, contract was 
absolutely dependent upon the continued existence of 
= the contracting parties ; and such continued existence 
of the parties having been assumed as the basis of the 
agreement, the agreement must have perished with 
the death of either of them (post, pp. 153, 154). 
Undoubtedly, the receiver of the North American 
Company might have enforced performance, by Mr. 
uy ; Edison, of the August 1, 1888 contract, but only by 
himself performing those obligations that were incum- 
bent upon Lippincott and the North American Com- 
pany. Andif the contract of August 1, had been of 
sufficient prospective value to the North American 
Company to warrant the expense, the organization of 
of the latter might have been perpetuated at the elec- 
tion of its creditors and stockholders. But no such 
attempt was made, and the contract of August 1, 1888, 
perished with the insolvency and liquidation of the 
North American Company. 
bs Need we speculate to believe that it was upon this A . 
4 view of the law and facts that Judge Hazex referred only 
to such improvements as were made by Mr. Edison 


‘ during the years 1888, 1889, 1890, 1891, 1892, and ' ; 
1893 ? , is 
| 
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The confirmation agreement of October 
12, 1888, did not enlarge complainant’s 
rights under the August 1, 1888, agree- 
ment, except as it waived the consequences 
of defaults occurring between August 1 
and October 12, 1888. 


It is argued by complainant, however, that the effect 
of the so-called confirmation agreement of October 12, 
1888 (Appeal Ree., pp. 695-702), is to confer upon the 
Metropolitan Phonograph Company and_ its successor 
the benefit of all of Edison’s subsequent patents, not- 
withstanding the failure of Lippincott and the North 


American Phonograph Company to perform their part - 


of the August 1, 1888, agreement ; but such is far from 
the case. 


The Confirmation Agreement Relates to Only a Pari of 


the New York Territory. 


In the first place, the contirmation agreement ap- 
plied only to two liceuses, namely, a license granted to 
the Metropolitan Company and to a license granted to 
the New England Phonograph Company. The con- 
firmation agreement specifies these two licenses, and 
none other. The confirmation agreement distinctly 
makes no reference to the so-called Haines license 
which was granted for all of that territory in the State 
of New York, excepting such territory as was included 
within the Metropolitan grant ; and, therefore, except 
as to the Metropolitan territory, the confirmation 
agreement in this litigation is of no moment whatever. 
But, as we shall now show, such agreement had no 
such force to enlarge the Metropolitan license, as 
complainant here contends. 


The Chief Purpose of the Confirmation Agreement. 


. 


We do not believe it to have been the purpose of 
the confirmation agreement to put upon Edison any 
obligation respecting his improvement patents that 
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did not exist under the August 1, 1888 agreement; 
and that he has never been under obligation to sur- 
render those patents except as the conditions of that 
contract have been performed by Lippincott or the 
North American Company. But, unquestionably, if 
Edison’s obligations respecting improvement patents 
could have been affected or increased by the confirma- 
tion agreement, the third paragraph of such agreement 
specifically required performance by the Metropolitan 
and New England Compunies of the covenants of their 
licenses to render such agreement effective to that 
end. Primarily, the confirmation agreement was 
sought and procured in the interest of the Metropoli- 
tan and New England Companies, to the end that they 
might be made secure in their license rights, whether 
Edison were or were not paid by Lippincott or the 
North American Company the five hundred thousand 
dollars that Lippincott agreed to pay Edison under the 
contract of June 28, 1888. To provide against de- 
faults under that contract was a matter of pressing 
importance to the licensees; since, if all payments 
then due had been made, there yet remained to be 
paid, at the date of the confirmation agreement (Octo- 
ber 12, 1888), two hundred and fifty thoussnd dollars 
then coming due on the first of November following ; 
and this under a provision whereby the contract 
might have been abrogated if there had been a con- 
tinuing default in payment for ten days. 

Thus, by the contract of June 28, 1888, Lippincott 
had agreed to pay to Edison amounts as follows (Ap- 
peal, Rec., p. 856) ; Deft’s. Ex., p. 74): 


“On July 13th, 1888, ten thousand dollars 
($10,000) shall be paid to the said Edison by the 
said Lippincott. On September Ist, 1888, One 
hundred and fifteen thousand dollars ($115,000). 
On October Ist, 1888, One hundred and twenty- 
five thousand dollars ($125,000) ; and on Novem- 
ber Ist, 1888, Two hundred and fifty thousand 
dollars ($250,000) shall be paid to the said 
Edison.” 
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And it was further provided by said contract (Ap- 
peal, Rec., p. 858 ; Deft.’s Ex., p. 76) : ‘ 


“In case default should be made in any pay- 
a. ment, as and when the same is by the provisions 
~ ; hereof required to be made, and such default shall 
continue for ten days, or in case the American 
Phonograph Company sbould fail or refuse to 
‘ execute the said contracts or either of them, then 
such party shall be discharged from further ob- 
ligations hereunder.” * * * 


It may well have been that the payments of Sep- 
tember Ist and October Ist had not been made at the 
date of the confirmation agreement; but if such pay- 
ments had been made, as required by the contract of 
June 28, 1885, there yet remained the two hundred 
and fifty thousand dollars to be paid twenty days 
later. 


Immunities to licencees against defaults arising under 
the contracts of June 28, 1888, but none against future 
defaults arising under the contract of August 1, 1888. 


Clearly, it was the chief aim of the confirmation 
agreement to provide against such defaults as had 
arisen, or as, in the future, might arise under the 
agreement of June 28, 1888; and, as obviously, it was . 

ew not the purpose of that agreement to provide against 
such defaults as might arise in the future under the 

contract of August 1, 1888. Throughout the confir- 

mation agreement, wherever the licensees are insured 

against defaults of Lippincott and the North American 

Phonograph Company, the contract of June 28, 1888, 

~ 3 is invariably named, while that of August 1, 1888, is 
excluded. 

It is quite true that in the “ Whereas” paragraphs 

‘ of the preamble to the confirmation agreement, the 
agreement of August 1, 1888, is included with several 

others; but in the first, second and third paragraphs 

of the confirmation agreement, which alone relate to 
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the effect of failure of performance by Lippincott and 

the North American Phonograph Company, no mention 

is made of the August 1, 1888, agreement ; except as, 

by implication, it may be said to be included by the 

words of the first paragraph, “if all of the agreements 

aforesaid had been in all respects performed,” whereas, 

in that and in all the other paragraphs of the con- 

firmation agreement, the agreement of June 28, 1888, r 
is specifically mentioned. 


What Immunities Edsion Intended to Grant to 
Licensees, Outlined in the First Paragraph of the Con- 
Jirmation Agreement. 


We suppose that, in the first paragraph of the con- 
firmation agreement (Appeal Rec., p. 699; Deft.’s Ex., 
p- 17), it was the intention of Edison and his Com- 
panies to grant authority to Lippincott and the North 
American Company to, in turn, grant to such licensees 
all of the rights that were specified in the licenses 
of the Metropolitan and New England Companies ; 
and that, thereby, such licensees were to acquire, 
have and enjoy, all that their licenses purported to 
confer upon them, whether Edison were or were not 
paid the amount due him under the contract of June 
28, 1888 ; or, in the words of the contract, 


“as fully and completely as the North American 
Phonograph Company itself might do if all the 
agreements aforesaid had been in all re- 
spects performed, and as fully and completely 
as if said North American Phonograph Company 
might or could have so granted if the ugreement 
of June 28,1888, * * * were now in all re- 
spects fully complied with.” (Black type ours.) 


Here, obviously, the August 1, 1888, contract was 
placed upon no such footing as was that of June 28, j j 
1888. Under the provisions of the first paragraph, all 
failures of performance, up to the date of the con- 
firmation agreement, under all of the contracts, were to 
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be condoned, in so far as these licensees might be 
affected ; and, doubtless, it was the intention to there 
give immunity to such licensees for all future fail- 
ures of Lippincott and the North American Company 
to perform the conditions of the contract of Sune 28, 
1888. But, as to immunity to be enjoyed by the 
licensees if Lippincott and ‘the North American 
Phonograph Company failed to perform the condi- 


tions of other contracts, the first paragraph of the - 


confirmation agreement is absolutely silent. It was 
easy for the parties to say that the failure of Lippin- 
cott and the North American Phonograph Company 
to perform their part of the contract of June 28, 
1888, should not annul or impair the license rights that 
were then being granted to the Metropolitan and 
New England Companies; and it would have been 
equally easy to have said the same thing in relation to 
the contract of August 1, 1888, if it had been their 
purpose that such license rights should not be an- 
nuled or affected by the failure of Lippincott and the 
North American Company to perform their part of that 
contract. 


The Covenant of Lippincott and the North American 
Company to perform. all other Contracts even if that of 


‘Sune 28, 1888, were not performed. 


- And, again, in the latter part of the first para- 
graph, while promising to keep and perform their va- 
rious agreements with Edison and his Companies, it 
was promised by the North American Company and 
Lippincott as follows : 


“ the North American Phonograph Company and 
Jesse H. Lippincott, severally hereby agree that, 
in respect of the Metropolitan Phonograph Com- 
pany and the New England Phonograph Company, 
they will keep and perform all the agreements by 
them respectively to be kept and performed with 
Thomas A. Edison and the Edison Phonograph 
Works and the Edison Phonograph Company of 
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New Jersey, as fully and as completely as 

either or both of them would contract 

or has or have contracted to keep and perform the 

same if the agreement of June 28th, 

1888, had been in all respects fully per- : ‘ 
formed.” (Black type ours.) 


That is to say, the North American Company and 1) 
Lippincott here contracted to keep and perform all of 
their other contracts with Edison and the Edison Com- 
panies as completely as if 


“ the agreement of June 28, 1888, had been in all 
respects fully performed ” ; 


and here it was implied that the contract of June 28, 

1888, might not be kept; but there was no implication 

that the contract of August 1, 1888, would not be ob- 

served. On the contrary, there was a point blank 

agreement that the August 1 agreement would be kept 

even though the agreement of June 28 were not per- 
formed. , 

~ q ‘ In one view of this covenant, it merely meant that 

Lippincott and the North American Phonos: Com- 

pany would keep and perform all of the | - con- 

tracts, if not that of June 28, 1888; but doubtless such 

covenant had a more substantial purpose. If, prior to 

the confirmation agreement, Lippincott and the North 

” American Phonograph Company had failed to keep the 

contract of June 28, 1888, such failure must have 

shaken the foundations of the entire arrangement be- 

tween Edison and his Companies, of the one 

part, and Lippincott and the North American 

4 Company, of the other; but here it was 


. provided that a failure to perform the agreement of 
June 28, 1888, should not be a cause for the tearing 
up of the entire arrangement ; or, at least, so far as 
the rights of the Metropolitan and New England 
Companies were concerned. But whatever the axact 

ww purpose of this covenant, it could not mean that, if 
there were a failure on the part of the North American 

~ q 
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Phonograph Company, to perform the contract of June 
28, 1888, Edison should be indefinitely held to sur- 
render his future improvements, whether he were 
or were not reimbursed for the expenses of mak- 
ing and patenting them. It, at most, meant that such 
a failure should not work the destruction of the entire 
fabric of contractual relations that had been begun 
between Edison of the one part and Lippincott and the 
North American Phonograph Company of the other ; 
and that, with such relationship preserved, Lippincott 
and the North American Company would go on per- 
forming under all of their other contracts with Edison 
and his Companies ; and that they were no more re- 
leased from their obligations under the agreement of 
August 1, 1888, than if the confirmation agreement 
had never been made. 


The Immunities which Edison and Companies did 
Grant—the Second Paragraph of the Confirmation 
Agreement. 


Obviously, the first paragraph of the confirmation 
agreement gave to Lippincott and the North American 
Company no authority to guarantee the Metropolitan 
and New England Companies against defaults arising 
under all of their contracts with Edison and his Com- 
panies. But, if the meaning of the first paragraph 
were in doubt, what it was that Edison and his Com- 
panies proposed to grant to Lippincott and the North 
American Phonograph Company, is shown by the 
second, wherein it definitely appears that the only 
defaults to be waived were those that might arise under 
the agreement of June 28, 1888 (See paragraph two of 
the confirmation agreement, Appeal Rec., pp. 699- 
700; Defts. Ex. 18) : 


“ Seconp. The parties of the first part [Edi- 
son and Companies] hereby further agree 
with the party of the second part [Lippincott and 
the North American Company] that the rights 
hereby authorized to be granted by the 
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North American Phonograph Company to the 
Metropolitan Phonograph Company and the New 
England Phonograph Company, respectively, 
shall, so far as the parties of the first part are 
concerned, be in all respects as com- 
pletely ‘and as fully granted and the 
same hereby are granted to them, re- 
spectively as if the said agreement of 
June 28, 1888, had been in all respects fully 
performed.” (Black type ours.) 


By no possible interpretation could the second para- 
graph relate to defaults by Lippincott or the North 
American Company which might arise under the agree- 
ment of August 1, 1888, or under any other agreement 
than that of June 28, 1888. 

The second paragraph does not say, as it must have 
said, if it had been the purpose to waive defaults aris- 
ing under the August 1, 1888, contract, that 


“the rights hereby authorized to be granted 
* * * shall * * * be * * * Las. fully 
granted and the same hereby are granted to them, 
respectively, as if the said agreement of” August 
1, 1888, “bad been in all respects fully per- 
formed.” 


The provisions of the third paragraph requiring per- 
formance by the licensees—Edison’s right to annul such 
immunities. 


We do not see how the second paragraph could more 
definitely have set forth the defaults that Edison and 
his Companies were willing to waive. But, as may be 
seen from the third paragraph of the confirmation 
agreement, even this was not an unconditional waiver. 
While in the third paragraph it is again stated that 
the rights granted by Lippincott and the North 
American Company to the Metropolitan and New Eng- 
land licensees shall not be annulled or impaired by any 
failure on the part of Lippincott and the North Amer- 
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ican Phonograph Company to keep or perform their 
agreement of June 28, 1888, it is made equally plain 
that such i:mmunity is conferred upon the licensee 
companies only upon condition that they rigidly per- 
form all such obligations as were incumbent upon 
them under the licenses which they were then receiv- 
ing from the North American Phonograph Company. 
Nor is the third paragraph of the confirmation agree- 
ment in any particular inconsistent with the second. 


It merely makes plain the fact that Edison, while 


waiving his right to annul the licenses of the Metro- 
politan and New England Companies, was exacting of 
the licensees a promise of competency to prosecute 
the phonograph business, and that such business, 
within those territories, should be effectively prose- 
cuted. But, otherwise, the two paragraphs are not 
unlike, unless the right of annulment, referred to in 
the third, has more definitely defined the rights that 
Edison waived by the second. In the third paragraph 
it is said that it is not the intention of Edison or his 
companies to annul or impair the rights or benefits 
conferred upon the Metropolitan and New England 
licenses, 


“by reason of the non-performance of any of the 
provisions of the agreement of June 28, 1888 ;” 


but while rights were not to be annulled by failures to 
perform the agreement of June 28, 1888, it was un- 
mistakably left to Edison and° his —— to say 
that they might 


“annul or impair any of the rights or benetits” 


conferred upon the Metropolitan and New England 
licensees by their said licenses if there were a 


“ non-performance of any of the provisions of the 
agreement of ” 


August 1, 1888, or of any other agreement which 
Lippincott or the North American Company were or 
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might be required to perform for the benefit of Edison 
or his Companies. 
Obviously. to name only one contract, that of June 
28, 1888, while referring to failures of performance 
as causes for annullment, was to exclude all of the ” 
others. 
The third paragraph of the confirmation agreement 
is (Appeal Rec., pp. 700, 701 ; Deft’s. Ex., p- 18) : ) 
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““Tatrp. It not being the intention of the 
parties of the first part to annul or impair any 
of the rights or benefits hereby given to or con- 
ferred upon the said licensees of the North Amer- 
ican Phonograph Company, namely, the Metro- 
politan Phonograph Company and the New 

; England Phonograph Company, by reason of the 
non-performance of any of the provisions of the 
agreement of June 28, 1888, between Jesse H. 
Lippincott and Thomas A. Edison, hereinbefore 
referred to, by Jesse H. Lippincott, or by the 
North American Phonograph Company, or by any 
party or parties (other than the said two licensees) 
acting under the authority or license of Jesse 
H. Lippincott and the North American Phono- 
graph Company, and outside of and »#yond the 
limits of the territory for which licenses are, 
pursuant to the terms of this agreement, to be 
given to the said two licensee corporations : 
Now, therefore, the parties of the first part |Edi- 
son, et al.] agree that as regards the said licensees 
of the North American Phonograph Company, 
namely, the Metropolitan Phonograph Company 
and the New England Phonograph Company, they, 
that is to say, the parties of the first part, will not 
in any way annul or impair any of the rights or 
benetits hereby given to and conferred upon the 
said two licensees, or either of them, by reason of 
any such non-performance or breach as aforesaid 
of the above-mentioned agreement of June 28, 
1888, provided, however, first, that the said 
Metropolitan Phonograph Company 


‘ 
a lie lee onl nate a lial ea aiedeea alll Satlestellieta cached oad ia hdeneetinenhalies oiamer id maabameenmatemaieamtaiettiiamaeaa ieee eoteeneeteaaiie 


ET I OTT OT TI 


; Raymond RFWile 


= ME 


49 


and the New England Phonograph 
Company, or either of them, in so far as re- 
spects the territory within which they or either of 
them may be authorized by the North American 
Phonograph Company to exploit phonographs and 
phonograph-graphophones, shall keep or per- 
form their or its agreements which they 
or either of them have contracted or 
may hereafter contract to perform with 
the North American Phonograph Com- 
pany or with Jesse H. Lippincott; and 
provided, second, that in so far as respects the 
said several territories above mentioned the 
Metropolitan Phonograph Company 
and the New England Phonograph 
Company shall severally keep and per- 
form whatever agreements the said 
North American Phonograph Company 
or the said Lippincott, touching the respec- 
tive territories just mentioned, have agreed 
with the parties of the first part to keep 
and perform. But as regards the aforesaid 
two provisos, nothing herein contained shall have 
the effect to make either of the said two licensees 
liable for any breach or non-performance by the 
other of any obligation or duty to be performed 
by it within and affecting its said territory. | Black 
type ours. ] 


Defaults Under All Contracts Waived Up to Octo- 
ber 12, 1888, and Likewise All Future Defaults Under 
Contract of June 28, 1888. 


The language of the third paragraph of the confirma- 
tion agreement refers solely to the agreement of June 
28, 1888, and clearly refers not merely to a failure of 
performance of its provisions in the past, but also to a 
failure of performance in the future. Had it been in- 
tended to give the Metropolitan Phonograph Company 
the benefit of the agreement of August 1, 1888, not- 
withstanding the future default of the North American 
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Phonograph Company and Lippincott to carry out its 
provisions, there can be no question but that it would 
have been included in the third paragraph of the con- 
firmation agreement, along with the agreement of June | 
28, 1888. «| 
The whole situation, at the time the confirmation 
agreement was entered into, makes it obvious that the 
intention was to protect the Metropolitan Phonograph 
Company against existing defaults in regard to the 
performance of any of the contracts therein mentioned, 
and also against subsequent defaults in regard to the 
agreement of June 28, 1888. Edison and his Compan- 
ies may reasonably be supposed to have been willing to 
have waived any rights in so far as the Metropolitan 
4 license was concerned which they might have by reason 
of past defaults in any of the contracts or future failures 
to carry out the provisions of the contract of June 28, 
1888 ; but he could not have been expected to continue 
his experimental work and go to the expense of ob- 
taining new patents, unless he received the payments 
intended to reimburse him for such labors and ex- 
penses. It would have been no less reasonable for the 
Metropolitan Phonograph Company to have asked 
Edison to have continued to make experiments and 
to pay out large sums of money for the expenses of 
experimental work and the procuring of patents for 
the benefit of the Metropolitan Company at his own 
expense and without receiving the reimbursement pro- 
- Z vided for by the contract of August 1, 1888. 

7 But it is unnecessary to consider whether, in the light 
of complainant’s contention, the confirmation agreement 
would have been reasonable or not. It is sufficient to 
say that nowhere in the confirmation agreement is there 

_any provision which gives the Metropolitan Phono- 
ba 4 graph Company rights to Edison’s future patents 
superior to those possessed by the North American 
Phonograph Company except in so far as relates to 
defaults on the part of the North American Phono- 1 
graph Company prior to the date of the confirmation 

agreement. As to the future, the Metropolitan Phono- 


vi 


Raioy Ad R Wile 


tion 
the 
aph 
the 
ied, 
th 
a= 
‘to 
tan 
son 


AAPRCP 9 A an 


“51 


graph Company stands in relation to the agreement 
of August 1, 1888, in exactly the same position as if 
the confirmation agreement had never been executed. 
The Fourth Paragraph Relates Only to Obligations 
of Lippincott and the North American Company. 


The fourth paragraph of the confirmation agreement 
has no relation whatsoever to the obligations of Edison 
or his Companies. It was merely a promise by the 
North American Company and Lippincott that they 
would perform, for the benefit of Edison and his Com- 
panies, the conditions of the agr:ements of August 1, 
1888, and June 28, 1888; but this covenant contained 
no condition precedent, which, if unperformed by Lip- 
pincott or the North American Company, might have 
relieved Edison and his Companies from their under- 
takings as set forth in the first, second and third para- 
graphs ; nor does the fourth paragraph contain any 
covenant by which Edison and his Companies pur- 
ported to be or were bound. 

But while the fourth paragraph bound Edison and 
his companies to nothing, and gave them but little, it 
is of importance to show that it was with deliberation, 
and not by oversight, that the contract of June 28, 
1888, was alone referred to in the first, second and 
third paragraphs. In the fourth paragraph, the con- 
tract of August 1, 1888, as well as that of June 28, 
1888, is referred to, thus showing that the parties were 
not unmindful of either ; and that throughout the con- 
firmation agreement they referred to one or both of 
the contracts as occasion required ; and that while it 
was their purpose to refer to both in the fourth para- 
graph, it was equally their purpose to not refer to the 
contract of August 1, 1888, in the first, second and 
third paragraphs where they were .defining such de- 
faults as should not impair the Metropolitan and New 
England licenses. 
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: All immunities Promised for the Benefit of the 
4 Licensees Forfeited by Their Insolvency and Inability 
to Perform Conditions of Their Licenses. 


iw q In the circumstances of the case, no rights whatso- — an 
ever in improvements made by Edison, after the date 
of the confirmation agreement (October 12, 1888), 

’ could have been acquired by the Metropolitan and 
New England companies, by reason of that agreement, 
7 other than those that they were due to acquire under 
~ the contract of August 1, 1888. Clearly, Edison had 
promised no immunity for such future defaults in the 
carrying out of the contract of August 1, 1888 ; but if 
4 such a promise were contained in the confirmation 
q agreement, its benefits to the licensees must have been 
lost when they were no longer competent to perform 
the conditions of their licenses. For, as clearly, all 
such immunities as were to inure to the benefit of the 
licensees, under the third paragraph of the confirma- 
tion agreement, were, by its provisos, to be lost to them 
except as the conditions of their licenses were fully and 
faithfully performed by them, since, for any such cause, 
it was plainly left to Edison and his Companies to 

thereupon 


a 


“ annul or impair any of the rights or benefits ” 


that had been guaranteed to the Metropolitan and New 
England licensees. 


Contract Unilateral as to Licenses—Promises by 

Lippincott and North American Company that Licensee 

Companies Would Perform Conditions of Their Li- 

7 F ' “censes—Contracts for the Benefit of a Third Person. 


4 The confirmation agreement was unilateral as be- 
tween Edison and his Companies, of the one part, and : 
the Metropolitan and New England Companies of the ’ 
other, since, while the contract was made for the ben- 

4 efit of the latter companies, they were not parties to it. 
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he But while the North American Company and Lippin- 
ty cott were inducing Edison and his Companies to waive 


certain rights in favor of the licensee companies, they 
were promising Edison and his Companies what the 


we - Metropolitan and New England Companies would do; 
te namely, that they would faithfully keep and perform 
); the conditions of their licenses ; and any failure by the 
d a° latter companies to do what had been promised for 
bs them, must have constituted a breach of the contract 
r no less than if there had been a failure of performance 
du by Lippincott and the North American Company. 
8 And if Edison’s obligations under the contract of Au- 
if é gust 1, 1888, could in any mavner have been affected 
ry by the confirmation agreement, it goes without saying 
n that if a dependent promise, made by Lippincott and 
n the North American Company to Edison, were not, 
Ne kept, through the fault or inability of the Metropoli- - 
e tanand New England Companies, there must have 
- been such a breach of the contract as to have released 
a Edison from all further obligation to thereafter surren- 
1 der his improvement patents. 
, ; Clearly enough, A may coutract with B for the ben- 
as efit of C, but if B agrees to confer certain benefits 
upon C in consideration of certain other benefits that, 
by the contract, B is to receive from A, the benefits to 
C must fail with the failure of A to perform with B. 
Contracts for the Benefit of a Third Person, 
r 15 H. L. R., 797. 
¥ Episcopal City Mission vs. Brown, 158 U. 
S., 222. 
: Willard vs. Wood, 164 U. S., 502, 521. 
7 Fish vs. the Bank, 150 F. R., 524. 
2 Loeb vs. Willis, 100 N. Y., 281. 
7 . , In the third article of the confirmation agreement, 
the North American Company and Lippincott vouched 
“i ‘ for what the Metropolitan and New England Com- 
l ; ; panies would do: They agreed with Edison and his 
> ’ : companies that the Metropolitan and New England 
: Companies would perform every condition, covenant 
~ : and provision of their said licenses, and thereby gave 
4 
w 
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assurance to Edison and his companies that, within 
the Metropolitan and New England. territories, the 
phonograph business would be continued aud effect- 
ively prosecuted, to the end that a market might be 
~ , 3 created for the improvements which he expected to 2 A 
make under the August 1, 1888, contract (and under 
which he would have been entitled to additional roy- 
alties), and that a thrifty manufacturing business 
would be created for the Edison Phonograph Works, a 
company in which Edison and his friends were then 
“ q expending several hundred thousands of dollars, 


The Defaults of Lippincott and the Metropolitan and 
North American Companies, but not of the New England 
Company, Here Lequiring Consideration. 


= Owing to the early failure of the phonograph busi- 
ness, the inability of the New England Phonograph 

Company to perform the conditions and covenants of 

the confirmation agreement was neither greater nor 

less than that of the Metropolitan Company; but the 

New England situation was not before Judge Hazen, 

and for present purposes, it is only necessary that we 

take account of the inability of the Metropolitan 
a Company in that behalf; and to ascertain wuether, 
under his findings, it may be assumed that, after the 
year 1894, either the latter company or the North 

American Company or Lippincott, insolvent as they all 

were, were able to. perform the conditions and cove- 

nants of their several agreements in any such manner 

as to have put upon Edison the obligation of turning 

‘over to the North American Company, for the benefit 

{ of the latter’s licensees, all such phonograph im- 
~ : provements as were made by him during the fifteen 
F ‘years from August 1, 1888; and particularly those im- 

‘ provements, that were made after the dissolution of 

the North American Company and the sale of its 

assets. ’ : 


a 
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Judge Hazel Weighed the Confirmation Agreement in 
Considering the Defaults Onder the Contract of August 
1, 1888. 


Mr. Edison, in his affidavit (D. R., p. 128), says that, 
after February, 1896, he was paid absolutely nothing 
on account of the August 1, 1888 contract, either by 
Lippincott or his representatives, or by the North 
American Phonograph Company, or by either the re- 
ceiver, creditors or stockholders of that company. Nor 
for four years preceding the sale of the North American 
assets, if at all, was he paid anything upon these ac- 
counts, except as he may have received a dividend 
of about 18% upon a small part of this account, among 
others, from the North American receiver when, in 
February, 1896, the assets of the North American Com- 
pany were purchased for the National Phonograph 
Company. This dividend, however, related only to 
patent soliciting expenses, and not to experimental ex- 
penses or to royalties on improvements which he had 
made under such contract. And such having been the 
defaults under the contract of August 1, 1888, Mr. 
Edison could not have been held to surrender his im- 
provement patents after the dissolution of the North 
American Company, unless, by the confirmation agree- 


ment, all’such defaults were to be excused. 


We believe Judge Hazet, while preparing his sec- 
ond opinion, carefully weighed the confirmation agree- 
ment, and that, upon conclusions such as we have here 
outlined, he was prompted to specify, as improve- 
ments to which complainant’s license might apply those 
improvements which were made by Mr. Edison “ in 
the years 1888, 1889, 1890, 1891, 1892, and 1893.” 


Farther Reasons Why Patents 667,202, 
667,662, 676,225 and 713,209 Are Not 
Subject to Complainant’s License. 


From the foregoing it is not difficult to understand 
why Judge Hazet, in taking account of such improve- 
ments as were subject to complainant’s license, care- 
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fully omitted all mention of patents whose inventions 
had been made after the year 1893. It is true that 
two of the forty-seven patents which were before Judge 
Hazet, namely, No. 513,095 and No. 513,097, were 
patented January 23, 1894; but this date is without 
significance. Since the applications for these patents 
were filed, respectively, December 27, 1889, and De- 
cember 3, 1890 (Appeal, Rec., pp. 1281, 1284), their in- 
ventions must have fallen within the category of im- 
provements, which, as Judge Hazet says (136 F. R., 
614) : 


“ were made subsequent to the contract of August 
1, 1888, to wit, in the years 1888, 1889, 1890, 1891, 
1892 and 1893.” 


It may be implied from the findings of Judge Haze. 
which we have just reviewed (136 F. R., 614), that his 
views as to the Metropolitan license should be equally 
applicable to that which was granted to Haines 
for the remaining part of the New York terri- 
tory. But, in many respects, such a _ conelu- 
sion would be far from tenable, since the confir- 
mation agreement, as already observed (supra, p. 39), 
was wholly unrelated to the Haines license; and even 
if the confirmation agreement had been effective (which 
we deny) to confer upon the Metropolitan Company a 
right to such of Edison’s improvements as were made 
after the failure of the North American Company, it is 
most certain that no such benefit was acquired through 
the license that was granted to Haines. 

With reference, however, to the four Edison patents, 
Nos. 667,202, 667,662, 676,225 and 713,209, which were 
ignored by Judge Haze., there are other reasons 
than those above noted why such patents are not 
subject to complainant’s license. 

As we show, however, (supra, p. 64, and Dyer’s 
affidavit, p. 62), the inventions of patent No. 667,202 
and of No. 676,225 have never been used in the manu- 
factures of the National Company, nor is it the in- 
tention of the National Company to so use them. 
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As to patents No. 667,662 and No. 718,209, 
Mr. Dyer (D. R., p. 52-56, 57-59) shows that, in 
other suits, these patents have been held to be 
invalid and that their inventions are now pub- 
lic property, and that they are for processes for 
the manufacture of phonograph records which are 
entirely independent of the products thereof ; and that, 
even if such processes had been practiced by the Na- 
tional Phonograph Company at Orange, New Jersey, in 
the manufacture of phonograph records, the New 
York rights, under such patents, could not have been 
infringed by the use or sale of such articles within 
the State of New York. The right of the National 
Phonograph Company to practice such processes in 
the State of New Jersey is undisputed, and, having 
such right, it may there lawfully manufacture and sell 
such articles. And purchasers of articles so manu- 
factured and sold to them may, in turn, sell or 
use the same within the State of New York or else- 
where throughout the United States. 


Process patents not infringed by the use 
or sale of the products thereby manufact- 
ured. 


That process patents are not infringed by the use or 
sale of products manufactured by such processes is a 
doctrine of law too firmly established to be open to 
dispute. 

Welsbach Light Co. vs. Union Incandescent 
Light Co. (C. C. A.), 101 F. R., 131, 132. 

National Phonograph Co. vs. Lambert Co., 
125 F. R., 388, 389. 

Merrill vs. Yeomans, 94 U. S., 568. 

Ferris vs. Batcheller e¢ a/., 70 F. R., 714. 

: Cochrane and Others vs. Badische Analin & 

Soda Fabrik, 111 U. S., 293-311. 

Durant et a/. vs. Green et al. 60 F. R., 392. 

Durant e¢ al. vs. Schulze e¢ al. (C. C. A.), 61 
F. R., 819, 820. 


‘These authorities all show that products manufact- 
ured by patented processes may be as freely sold or used 
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as if there were no such patents, and that infringement 
of such patents can only be charged against those who 
practice the process ; and so it is, with reference to 
process patents, that if goods lawfully manufactured 
by a licensee in his own territory may be sold or used 
within the territory of another. 

In Welsbach Light Co. vs. Union Incandescent Light 
Co., 101 F. R., 131, 182 (Second Cireuit, C. C. A.), 
Judges WALLACE and SHIPMAN said : 


“ Tf it was a patent for a process, it would not 
be infringed by selling the product, and no con- 
ditions should have been annexed to the exercise 
of the vendor's rights. The broad proposition 
that the vendor of a product which has been made 
in infringement of a patented process is an in- 
fringer, or liable to axy extent to the patentee, is 
untenable and does not require discussion. The 
patentee’s remedy is against the manufacturer. 
Merrill v. Yeomans, 94 U. S.. 568, 24 L. Ed., 235.” 


But certainly if, for the argument, it be assumed 
that complainant has a manufacturing right under the 
process patents of Edison for the State of New York, 
which it has not, complainant could have no right of 
action against the National Phonograph Company, as 
a manufacturer, for such manufacturing as it has done, 
has been done in the State of New Jersey, and not 
within the State of New York. 


The Edison Process Patents. 


Among the Edison process patents employed in the 
art of manufacturing molded sound-producing records, 
there is but one which requires particular attention, 
that being patent No. 484,582, granted October 18, 
1892, upon an application filed January 5, 1888. This 
patent, however, as Mr. Dyer has shown, is not for a 
molded record, nor for a process for the making of a 
record, nor for a tool employed in that connection. 
The process is merely a process for the making of a 
part of a tool, which tool, as a whole, has never been 
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patented. More generally, this patent is known as the 
vacuous-deposit patent, its subject-matter being for a 
process which is practiced as follows: An original ~ 
record, having been made upon a wax cylinder by a 
person speaking or singing into the recording appa- 
ratus of a phonograph, is placed in a vacuum chamber 
and there exposed to an electric discharge playing be- 
tween electrodes of gold or such other metal as is to 
be deposited upon the phonograph record. 

Usually a thin film of gold is thus deposited upon the 
original wax record, upon which, in turn, a less 
precious metal is thickly coated, over and around 
which a metal tube or other suitable backing is placed, 
whereupon such composite tube is converted into a 
duplicating mold by removing the wax of the original 
record (Dyer’s Affidavit, D. R., p.48). 

As Mr. Dyer says (p. 49) : 


“« The invention of this patent is not a new rec- 
ord, nor is it for a process that, specifically con- 
sidered, has ever been commercially used, even 
granting that the fourth claim is for something 
more than a step in the making of an unpatented 
mold. So far as the invention of this patent is to 
be regarded as a feature in processes which are 
now employed for the molding of records, it is 
merely a step in the process of making a mold, 
which mold is unpatented and is subsequently 
used as a tool which might be used in carrying 
out the process of molding records according to 
Edison’s patent No. 667,662 of February 5, 1901. 
But in no view is the molded record of the Na- 
tional Phonograph Company characterized by the 
invention of this patent.” 


In other words, by the process of this patent no new 
article is produced. In the construction of tools for 
the molding of sucb records, others, instead of coating 
the master record with a film of gold, however depos- 
ited, have accomplished the same result by the appli- 
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cation of powdered graphite to the master record. 
Thus, Dyer says (p. 49) : 


“The molded record is merely a copy of the 
master from which it is made, and might be made 
by many specifically different processes, with 
which the patent under consideration could have 
no possible connection ; for instance, by the pre- 
liminary application of graphite to the master 
record, in order to make its surface electrically 
conductive. This latter is an entirely practicable 
commercial process that is being carried out ona 
large scale in this country by the American Gra- 
phophone Company, and, I understand, by the 
Pathe Company and others in Europe.” 


Long before Mr. Edison had thought of employing 
the vacuous-deposit process in the phonographic art, 
he had discovered that a metal might thus be depos- 
ited upon a surface of wax, glass or other dissimilar 
non-concluding material; and in that connection an 
application for a United States patent was filed on 
January 28, 1884, upon which his patent No. 526,147, 
of September 18, 1894, was granted; but in this 
patent we find no intimation that the invention mizht 
be usefully applied in the making of tools for the 
molding of phonograph records. Thus, the patentee 
says (Deft’s. Ex. Book of Phonograph Patents, No. 
526,147, Specitication, p. 1, lines 55-57; p. 1, lines 
63-74) : 


“Tt is found especially advantageous in coating 
glass for mirrors as a very even deposit can be 
obtained in a very simple manner.” 


And, further : 


“The invention may be applied to the manu- 
facture of metallic foil, especially gold, silver and 
platinum foil. To accomplish this a cylinder of 
polished glass, coated internally with a film of 
material soluble in alcohol or water, such as shellac 
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or gelatine, is placed in the exhausted chamber, 
and the arc is formed within said cylinder, upon 
the interior of which an even coating of the metal 
or.alloy is formed, which can be stripped off in a 
homogeneous sheet with the soluble material 
which is then dissolved off.’ * * * 


But, as Mr. Dyer says (pp. 50, 51), this patent is 
doubtless limited ‘“‘ to the use of a continuous current 
or to the formation of a continuous are,” * * * 
and is unlike 


“the factory operations carried on by the Na- 
tional Phonograph Company at Orange,” 


since in the 


“ vacuous-deposit process actually used an alter- 
nating high tension current is used and is so 
adjusted as to result in the formation of a silent or 
brush discharge between the two electrodes as 
covered in Edison patent No. 713,863.” 


Evidently, up to the year 1888, the application of 
this patent was not regarded as covering the vacuous- 
deposit process for the making of tools to be used in 
molding phonograph records ; nor, until that time, was 
the application of patent No. 484,582 filed; and, fur- 
ther, as Dyer says, (D. R., p. 51), patent No. 526,147 
was never assigned to the Edison Phonograph Com- 
pany, the Edison Phonograph Works, or the North 
American Phonograph Company, it not having been 
regarded as a factor in the patent situation of the 
phonograph business. 

But if the vacuous process, as now patented, were 
covered by this patent, such patent would merely be 
another patent within that category of patents, within 
which No. 484,582 is included, and would represent 
only another of those factory processes practiced by 
the National Phonograph Company, at Orange, New 
Jersey, which are independent of the apparatus thereby 
made or manufactured. 
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Patent No. 667,662 is for a process by which dupli- 
cate records are made by the introduction of molten 
wax or other suitable material into a mold similar to 
that which we have just considered in connection with 
patent No. 484,582 (supra, pp. 58-60). But, not only is 
this patent for a process which is entirely independent 
of the records manufactured by it, but, as Mr. Dyer 
explains, the patent is without force to cover or sub- 
ordinate any of the processes now practiced by the 
National Company. He says (p. 52): 


“ Claims 1, 2, 4, 5, of this patent, but only such 
claims, are sufficiently broad in terms to include 
processes in the art of record molding now 
practiced by the National Phonograph Company. 
But it has now been held by the courts that such 
claims, if so broadly interpreted, are anticipated 
by the prior art; and that such invention as may 
be ascribed to them, in view of the prior art, 
cannot be carried back of the filing date of the pat- 
ent application ; and such is doubtless the case. 
Moreover, such limited inventions, as I believe, 
are not now and have not been commercially 
practiced by the National Phonograph Company.” 


Clearly, as Mr. Dyer shows by referring to Judge 
Pratt’s decision (135 F. R., 811), this patent may be 
regarded as a negligible factor in the patent situation 
of the photograph business, or particularly with refer- 
ence to the processes practiced by the National 
Phonograph Company. 

Not only does the patent fail to disclose invention, 
according to Judge Puart, but even if the claims might 
be interpreted to cover some narrow feature of nov- 
elty, the date of invention, Judge Par says, can not 
be carried back of the filing date of the application, 
namely, May 8, 1900. 

Patent No. 713,209, November 11, 1902.—The ap- 
plication of this patent was filed some two years 
earlier than that of patent No. 667,662, and includes 
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two claims, namely, the second and third, which, in 


“terms, are of a breadth to apparently cover the casting 


or molding processes by which the records of the Na- 
ional Phonograph Company are made. But, if so, 
the courts have twice held these claims to be invalid. 

Specifically, in carrying out the process of these 
claims, a plain wax blank, somewhat smaller than the 
bore of the mold, is tirst rendered plastic by heating, 
and, when inserted within the mold, is thereafter ex- 
panded or enlarged, and every part of its cylin- 
drical surface is thereby forced radially outward, 
against the inner walls of the mold, and made to 
take on a copy of its sound indentations. This is 
technically known as an expanding process ; and Judge 
Pratt held that the patent must be limited to just 
such a process (135 F. R., 812), and that it could not 
be interpreted to cover the casting or molding of 
records where the molten material is poured into the 
mold and there allowed to congeal. These claims, 
however, and several otuers of this patent, were also 
held to be invalid both in the United States Circuit 
Court for the Northern District of Illinois and in the 
Circuit Court of Appeals for the Seventh Circuit, on 
the ground that the invention had been abandoned to 
the public, there having been a prior public use of it 
for many years before the patent had been applied 
for (Dyer, pp. 57, 58). 

Patent No. 713,863, November 18, 1902.—This pat- 
ent relates to the specific process which is practised at 
Orange, New Jersey, in carrying out the vacuous- 
deposit process of patent No. 484,582. The applica- 
tion of this patent was filed June 16, 1900, and the in- 
vention was made at or about that time as a develop- 
ment in line with the process of patent No. 713,209 
(supra, p. 62). This patent is essentially a patent for 
a process, as Mr. Dyer says (p. 59) : 


“ The patent in no way contributes to the char- 
acter of the duplicate records which are sold to 
the public, and which, in fact, are not to be dis- 
guished from original records. * * * The ap- 


Raymond R#Wite 


« 


64 


plication of a metal to a master record by a process 
of vacuous deposit is not a necessity in the molded 
record art, since it is entirely feasible to secnre a 
conducting coating by black-leading the master 
asin the ordinary process of electrotyping. In 
fact, such a process is successfully carried on at 
the present time by the American Graphophone 
Company, whose records are sold in competition 
with those of the National Phonograph Com- 


pany.” 


This patent, therefore, being for an invention of 
recent date, is not subject to complainant's license, nor, 
since the patent is for a process, could it be infringed 
by the use or sale of the product of that process in the 
State of New York, assuming, of course, the practis- 
ing of such process to have been carried out only at 
Orange, New Jersey, or at some place without the 
State of New York. 

Patent No. 767,216, August 9, 1904.—This patent is 
merely for a special apparatus for carrying out the 
vacuous-deposit process, the essential feature being 
that two articles instead of one may be placed in a 
vacuous chamber and there simultaneously coated. 
This invention, however, as Dyer says (rp 59), has 
been but little used, as most of the vacuum chambers 
employed at Orange are adapted only for the coating 
of one master record at a time. 

In this connection, Mr. Dyer also calls attention to 
three other patents, to wit: No. 657,527, dated Sep- 
tember 11, 1900; No. 667,202, dated February 5, 1901, 
and No. 680,520, dated August 13, 1901. 

Patent No. 667,202, he says, is for an apparatus for 
carrying into effect the method of patent No. 667,662, 
above considered (supra, p. 56); but such apparatus, 
he says, has never been used by or for the National 
Phonograph Company (Dyer, p. 56). 

Patent No. €57,527 and No. 680,520 relate to proc- 
esses for producing metallic copies of phonograph 
records, which have never been used (Dyer, (pp. 51, 56). 
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And here, we may now state, the nine of the Edison 


process patents reviewed by Mr. Dyer (pp. 46-60) 


under the heading 


“III. Patents irrespective of dates of ap- 
plication or grant which relate purely to manu- 
facturing or factory processes carried on if at all 
at Orange, NV. J., and whieh are independent of 
the goods manufactured and sold by the National 
Phonograph Company,” 


are the only ones, which, in a review of all the Edi- 
son phonograph patents, could so much as_ re- 
quire a second thought. But of these, as Dyer 
says (supra, p. 64), three have not been used at 
all; while the two, for the so-called molding proc- 
ess, namely, No. 667,662 and No. 713,209 have 
been held invalid by the courts, and, for reasons 
already stated, may be dismissed upon other grounds. 
So that, in this group of patents, only the four relating 
to one phase or another of the vacuous-deposit process 
are of sufficient importance to require more than 
passing consideration ; but the use of the inventions 
of these four patents might and would be instantly 
discontinued if it were held by the court that the 
National Company were not at liberty to practice such 
process in the State of New Jersey, or elsewhere with- 
out the State of New York. 


Edison’s Later Date Patents Other Than 
Those for Processes—Only Two, or at Most 
Three of Them Used, and These Insig- 
nificant. 


Aside from these process patents, however, there is 
one more group requiring consideration. These Mr. 
Dyer has reviewed (His Affidavit, pp. 60-63), under 
the heading . 


“ IV. Patents granted to Thomas A. Edison on 
applications filed subsequent to January Ist, 1897, 
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after the formation of the National Phonograph 


Company, and not specifically referred to in Class 
ITI. above.” 


All of these thirteen patents, with the exception of 
No. 652,457, which was reissued and thereby sur- 
rendered, are presumably still in force. But the in- ; 
ventions of only two of them or at most three 
(post, 72), have been used in the manufactures of ’ 
the National Phonograph Company, to wit, re- 
issue No. 11,857 (of original patent No. 652,457), 
and No. 604,740. The inventions of these patents, 
however, like the inventions of nearly all of 
the later-date patents, were made subsequent to the 
sale of the North American Company’s assets, and 
are not, therefore, subject to complainant’s license. 

e But if the inventions of these two patents were sub- 
ject to complainant’s license, they are both too in- 
significant in character to require serious considera- 
tion, since the use of either may be instantly discon- 
tinued without detriment to the machines as a whole. 
Aside, therefore, from the Edison process patents, 
~ ; there are only two which, by any stretch of interpreta- 
tion, might be said to have been used by the National 
Phonograph Company since March 27, 1906. 

As to patent No. 652,457 (reissue No. 11,857), Mr. 

Dyer says (p. 61) : 


bed : “ This patent relates to the special shape of re- 
; producer stylus now used with practically all 
phonographs made by the National Phonograph 
Company and wherein the diameter of the stylus 
lengthwise of the record is less than the diameter 
at right angles thereto. With modern records 
~ 4 traveling at high surface speed and with a record 
| relatively extended, the advantage of a stylus of 
this shape is not in my opinion very great, al- ; . 
though, no doubt, a person with a trained ear 
could detect the improvement of such a stylus as » ' 
compared to a spherical stylus as used with the 
Bijou, Excelsior and other coin-slot machines, 
before referred to. The American Graphophone 
Company and others, selling machines in this 
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country in competition with the National Phono- 
graph Company, make use of spherical reproduc- 
ers, which form could be adapted by the Nationol 
Phonograph Company if necessary without notice- 
able detriment.” 


The invention of this patent was made about the 
month of August, 1898 (Dyer, p. 67); while as to 
patent No. 604,740, of May 31, 1898, the application 
was filed January 27, 1897, and the invention made not 
earlier than about two months before the application 
was filed (Dyer, p. 61). Moreover, the invention of 
patent No. 604,740 is a feature that might better 
be discontinued than used. Such feature is not gen- 
erally used ; itis used only upon two of the forms 
of machine manufactured by the National Phonogrsph 
Company, namely, the ‘‘ Standard ” and “Home.” Of 
this invention Mr. Dyer says (p. 60) : 


“The construction is quite unimportant and is 
not used on any of the other machines, including 
those of the highest types made by the National 
Phonograph Company. This particular arrange- 
ment has been continued in connection with the 
Standard and Home machines, because it was 
originally used with them, but it could be changed 
certainly in less than a week to use a single pad, 
as with the Triumph or Gem machines, without 
any objection as to perfection of operation, and 
with an actual saving in the cost of manu- 
facture.” 


The expiration of the Edison Patents— 
The list of patents not used, and those 
patents upon which the National Phono- 
graph Company relies for such monop- 


oly as it now enjoys in the phonograph 
business. 


Mr. Dyer, in taking account of the large number of 
Edison patents to which complainant’s license may 
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have applied at the time of the injunction, first ex- 
cludes twenty-seven of them, as having expired prior 
to April 2, 1906, by the expiration of their statutory 
terms of seventeen years (Dyer, pp. 10, 11) ; and then 
proceeds to a review of an additional group of forty- 
eight of them, which, as he says (Dyer, p. 11), 


“clearly relate to inventions that are not now, nor 
since March 26, 1906, have been used by the 
National Phonograph Company, and which, as I 
understand, that company has no intention of 
using.” 

See Dyer’s affidavit, pp. 12-25. 


It is an important fact that, by one sweep, seventy- 
five of the Edison patents may at once be disposed of 
and finally dismissed ; but, as to this fact, we are at 
no loss for proof. Not only have we Mr. Dyer’s word 
for it, but in another action (New York Phonograph 
Company vs. Davega) brought by this complainant, 
these facts have been found and decreed by the Court. 
Thus, Dyer says (p. 26) : 


* Moreover, as appears in the 59th finding of 
the Court in the suit, New York Phonogra;y . ‘0. 
v. Solomon B. Davega, brought in the New York 
Supreme Court for Westchester County, referred 
to by S. F. Hyman and by James L. Andem in 
their affidavits herein, it was therein found 
that allthe foregoing forty-eight pat- 
ents with the exception of patents No. 406,568 
and No. 414,761, described and claimed inven- 
tions which were not used in any of the 
phonograph apparatus made and sold 
by the National Phonograph Company. 
As appears, however, from other tindings of said 
court, the invention of pateut No. 406,568 has 
never been used, while the invention of patent No. 
414,761 was not used after March 26, 1906, until 
after November 12, 1906, when said patent ex- 
pired.” (Black type ours.) 


~~ 
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x- As to this list of forty-eight patents which, as Mr. 
or Dyer testifies, have not been used since March 27, 
ry 1906, twenty-two of them have since expired by 
on reason of the expiration of their statutory terms 
se , ‘ of seventeen years; and, further, at the time of 


the injunction, many of these forty-eight patents 
had expired by reason of the expiration of shorter- 


or ( term foreign patents. It is enough, however, that the 
pe - inventions of this large list of patents were not, on 
I March 27, 1906, and have not since been used by the 
of National Phonograph Company. 

: Mr. Dyer also calls attention to a further sub-division 
of the Edison patents, which, on their face, were in 
force at the date of the injunction ; but which, in fact, 

y- had then expired by reason of shorter-term foreign 
of patents. 
at There are nine of these patents; and these patents 
rd he has considered and compared with corresponding 
oh British patents under the following heading (Dyer, 
it, pp. 11, 28-45) : 
rt. . 
“Srconp. Those Edison patents which set forth 

by inventions that are now used or probably used by 
of the National Phonograph Company and which 
Oo. ' were granted less than seventeen years before 
tk March 27, 1906, but which had expired prior to 
“d that date as I shall show, by reason of the ex- 
in piration of shorter-term prior foreign patents, 
a~ which were granted to Mr. Edison or for his bene- 
t- : fit, on the same inventions.”’ 
38 
n- And that these nine patents had expired by reason 
i) of the expiration of shorter-term foreign patents was 
da found and decreed by the court in the Davega suit. 
7 ‘ . Thus, preceding a citation of such finding, Mr. Dyer 
d says (p. 45) : 
1S 
d. ’ } “ And it was also found and decreed by the 60th 
ul finding in the suit, New York Phonograph Co. v. 
ky Solomon B. Davega, before referred to (supra, p. 
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26), that at the date of said finding, to wit, 
July, 1907, the foregoing nine United States 
patents had expired by reason of shorter term 
foreign patents at times, respectively, as above 
stated. Said finding is:” 
* * 


* * * * 


Here, therefore, are eighty-four of the Edison pat- 
ents which may be immediately eliminated from con- 
sideration ; and this done, the entire list of Edison 
phonograph patents is accounted for by reverting to 
the nine patents for factory processes already con- 
sidered (supra, pp. 58-65), and to the thirteen others 
which we have designated as recent-date apparatus 
patents. 

But, as to these patents for factory-processes or for 
tools for carrying out such processes, the inventions 
of three of them have never been used at all (supra, 
p- 64); nor have the inventions of ten of the recent- 


_ date apparatus patents, out of thirteen, ever been so 


used ; and thus it is seen that, of the patents which 
have expired and whose inventions have not been 
used, the number is ninety-seven. 

As already appears (supra, p. 65), two of the six 
remaining factory-process patents namely, No. 667,662 
and No. 713,209—although for recent-date inventions, 
and, therefore, not subject to complainant’s license— 
have been twice held by the courts to be invalid ; 
while of the three recent-date apparatus patents, 
which have been used, No. 11,857 is a reissue of 
No. 652,457. In other words, upon these eliminations, 
we are finally reduced to four process patents relating 
to the vacuous-deposit processes and two recent-date 
apparatus patents, which, at most, are for but-insignifi- 
cant details of construction. 

As to the four vacuous-deposit patents, only one of 
them, namely, No. 484,582, is at all important; but as 
already appears (pp. 58-60), this patentis merely fer a 
process which is used in the making of a tool, which 
tool is, in turn, used in carrying out a manufacturing 
process at Orange, New Jersey. 
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Upon these facts, Mr. Dyer summarizes as follows 
(pp. 64-66) : 


= — ie 


“Tn the above four classes, I have included all 
, en of the patents which have been granted to Mr. 
Edison, relating to the phonographic art, or cap- 
able of use in that art. The situation concerning 

these patents may be briefly summarized : 
: | “ Firsv. Prior to March 27, 1906, the machines 
, and records of the National Phonograph Company 
: embodied the inventions of only two subsisting 
Edison patents, the applications for which were 
filed prior to January Ist, 1897. These two pat- 
ents were numbered 414,761 and 454,941, included 
in Class I. above, and covering, respectively, the 
; rib or ribs on the bore of the record or blank, and 
| the laminated mica diaphragm. There was a pos- 
sibility that the invention of patent No. 400,648 of 
April 2, 1889, was embodied in the records or 
blanks of the National Phonograph Company, and, 
therefore, as appears from Mr. Hird’s aftidavit, as 
: a matter of abundant caution ‘no phonographs, 


phonograph supplies, records or blanks of any de- 
scription’ were shipped to New York until April 
83,1906. Beginning with that date, the records 
and blanks shipped to New York, as well as all 
records and blanks that were made by the Na- 
tional Phonograph Company, were provided with 
smooth bores (thereby dispensing with the inven- 
tion of patent No. 414,761), while the laminated 
mica diaphragm (of patent No. 454,941) was aban- 
doned and a corrugated copper diaphragm was 
| substituted, which has always since been used. 
Beginning with November 22, 1906, after the ex- 


. , piration of patent No. 414,761, the records and 
7 blanks were again formed with intericr ribs. 

“ Seconp. At the present time, the phonographs 

\ | ‘ made by the National Phonograph Company em- 

body the inventions of only two subsisting Edison 

patents, which applications were filed subsequent 

tes to January 1, 1897. These patents are numbered 
~ 
~ 
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604,740, and reissue No. 11,857, referred to in 
Class IV above with the bare possibility that pat- 
ent No. 655,480 may also be used. I have pointed 
out that the invention of the first of these patents 
covers a small detail that is used only on the 
Standard and Home machines and can be readily 
ebanged to the construction employed with the 
Gem and Triumph machines ; while as to the in- 
ventions of reissue patent No. 11,857 and patent 
No. 655,480, they are small details of construction 
that can be readily omitted if necessary. So far 
as the records and blanks made by the National 
Phonograph Company are concerned, they do not 
involve any invention of, any subsisting Edison 
patents. As a matter of fact, the phonograph 
records and blanks as now made by the National 
Phonograph Company so far as any Edison pat- 
ents are involved, are public property, and except 
for special refinements of construction which I will 
hereafter refer to and which are the subject of 
patents granted to other inventors, the apparatus 
of the National Phonograph Company could be 


made and sold by any one. For ex: + :le, the so- 
called ‘ Balmoral ’ phonograph is a! 2 exact 
copy of the Edison phonograph as cisted in 


1896, and prior thereto, except that it involves a 
slightly different construction of lock for the end 
gate, while the reproducer is provided with an 
over-hanging weight and uses a button-shaped 
stylus. If tke Balmoral machine were 
equipped with the special reproducer of 
the Bijou, Excelsior and other  coin-slot 
machines—an entirely feasible thing to do 
—it would not infringe any existing patent 
granted to Mr. Edison or to any one else. The 
other types of machines made by the National 
Phonograph Company have not gone into the 
public domain, solely because they emLody detail 
patenis granted to other inventors and to which I 
shall hereafter refer. 

“Tatrp. The only patents of Mr. Edison that 


| 
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are possibly or probably used by the National 
Phonograph Company in carrying on its factory 
operations at Orange, New Jersey, are those re- 
lating to the vacuous deposit process of applying 
a preliminary conducting coating to a master rec- 
ord, preparatory to the formation of a mold 
therefrom, which mold in its turn is used as a tool 
in connection with the process of making dupli- 
cate records. I exclude patent No. 667,662 be- 
cause of the unfavorable decision of Judge PLatT 
thereon, and also patent No. 713,209, because of 
the decision of the Circuit Court of Appeals for 
the Seventh Circuit declaring the same invalid. 
So far as the vacuous deposits are concerned, in 
addition to the fact that they do not characterize 
the records as such and are used only at Orange, 
New Jersey, it is a fact that substantially the 
same results can be obtained by the use of black 
leading if necessary.” 


If it is the lawful right of the National Phonograph 
Company to manufacture under its factory processes 
at Orange, New Jersey ; andif it was not the obligation 
of Mr. Edison to turn over his phonograph improve- 
ments which were made after the dissolution of the North 
American Phonograph Company and the sale of its as- 
sets, it may well be said that, aside from all other de- 
fenses presented in this case, the apparatus now manu- 
factured by the National Phonograph Company can 
constitute no infringement of complainaut’s alleged 
rights, however or by whomsoever such apparatus may 
be sold within the State of New York. 

Mr. Edison was unquestionably the inventor of all 
talking machines, and his original patent, if it were 
now in force, would monopolize them all; but now 
there is no such monopoly, and several large concerns 
have come into the field. Gilmore says the Victor 
Talking Machine Company and the American Grapho- 
phone Company each does a business commensurate 
with that of the National Phonograph Company. Ob- 
viously, therefore, if the National Company were to be 
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shut out of the New York territory, its business would 
be done by the other companies who, we may add, 
would furnish just such machines except as they may 
have been modified to evade patents—not of Mr. 
Edison, but of other inventors—which are owned by 
the National Company. 

No man was ever more intimately related to an in- 
vention and its commercial development than is Mr. 
Edison to the phonograph; nevertheless, such 
monopoly as is enjoyed by the National Phono- 
graph Company under existing patents, is dependent 
upon the inventions of others than Mr. Edison. In 
this connection Mr. Dyer points to thirty-two patents 
on different inventions, which, since 1896, have 
had an important part in the art as practiced by 
the National Phonograph Company (Dyer, pp. 
71-75). Many of these patents, he says, while 
contributing to the phonograph as now made, 
are comparatively uvimportant. Others, however, 
he says, are vital; and but for them no substan- 
tial success in the phonograph business, after the failure 
of the North American Phonograph Company, would 
have been attained (pp. 76, 77). 

Mr. Gilmore also says that the success of the busi- 
ness has been very largely dependent upon the inven- 
tions of others than Mr. Edison, and that practically 
no business could be done by the National Co., had it 
not been for the adoption and development of the 
spring motor and the molded record (Gilmore, D. R., 
p- 95; Edison, pp. 126, 127). 


No obligation upon the National Phono- 
graph Company to continue the use of the 
Edison Patents—the right of Mr. Edison to 
take out foreign patents even though the 
terms of the United States patents were 
thereby shortened. 


It will perhaps be argued by complainant that the 
National Phonograph Company has _ been remiss in its 
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duty in omitting to manufacture under all of the 
Edison patents and that if such company had faith- 
fully kept to such a policy, its manufactures would 
now in very many respects be subject to complainant's 
license. But so far as the proofs show, and there is 
none to the contrary, the National Company has al- 
ways used all of the Edison improvements which it 
found it advantageous to employ, with the single excep- 
tion of the two improvements, namely, the ribbed 
bore for records aud the mica diaphragm, which were 
discontinued when, on March 27, 1906, this injunction 
became effective ; but even then such features were 
discontinued not alone because of the injunction, but 
because it was believed such changes were in the 
line of improvement; and such is still the view 
of the National Company as to the mica diaphragm, 
although after a six or eight months experience with the 
smooth-bore records, those with the internal ribs were 
deemed to be preferable, and, accordingly, the 
manufacture of the ribbed records was resumed, 
although not until after the expiration of that patent 
(supra, p. 71). As a further evidence that the 
National Company has manufactured the Edison 
inventions as far as has been advantageous to do so, 
it is unquestionably shown by the fact that Mr. Edison 
has patented his improvements as diligently since 1896 
as he had before; and this, notwithstanding the 
danger that rights under such later-date patents might 
be claimed by the licensees of the North American 
Company. Obviously, it would have been most easy 
for Mr. Edison, since 1896, to have taken no patents, 
in which event there could now be no claim that 
complainant’s license extended either to August 9, 
1921, or even to September 11, 1917. If he had done 
after the failure of the North American Company and 
the organization of the National Company, as he might 
readily have done, and had taken out no patents since 
that time, the very most that complainants could now 
claim would be a license right under those patents 
which had been applied for prior to that time. But 
of those now used by the National Company, and 
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which have not expired, there would remain only the 
process patent No. 484,582, of October 18, 1892, and 
possibly patent No. 526,147, of September 18, 1894, 
although, as already explained, this latter patent was 
never assigned to the Edison companies or the North 
American Company, and has never been regarded as 
a factor in the patent situation of the phonograph 
business (Dyer, p. 51). 


Defendant's right to urge the expiration of patents by 
reason of shorter-term foreign patents. 


Unquestionably, under Judge Hazew’s decision 
it is our privilege to urge the expiration of 
patents where they have expired by reason of the 
expiration of their statutory terms of seventeen 
years ; and, if so, it can be none the less our right to 
urge their expiration, whatever the ground. It matters 
not from what cause a patent has expired, whether by 
the expiration of its statutory term of seventeen years, 
or the expiration of a shorter-term foreign patent ; and 
such was the decision in Williams Co. e¢ a/. vs. Miller, 
DuBrul & Peters Mfg. Co., 115 F. R., 526, 527, where, 
as Judge WHEELER said, a United States patent whose 
term is limited by a foreign patent is to be regarded as 
if the date of expiration arising from or through the 
foreign patent were written into the domestic grant: 


(p. 526)—“ A patent granted under this statute 
would be limited in time to the expiration of a pre- 
vious foreign patent, as if that was written in for its 
term, although on its face it should appear to be 
for 17 years. Refrigerating Co. v. Hammond, 129 
U.S., 151; 9 Sup. Ct., 225; 32 L. Ed., 645.” 


In this case, Oscar Hammerstein had made applica- 
tion for patent July 10, 1883, and had assigned his 
right to Malvina Hammerstein on July 17, 1883; and 
such right having been outstanding at the time when 
the British patent was granted, it was urged by 
counsel for complainant that Hammerstein had not 
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the right to take ont the British patent; and that he 
could not thereby be allowed to limit the term of the 
United States patent to the detriment of his assignee. 
Judge WHEELER, however, said (p. 526) : 


“The outstanding assignment was of a mere 
equitable title to such a patent as the assignor 
might obtain, which turned out to be one that 
would expire with the British patent. No case 
is cited or known that holds this stat- 
ute applicable only to an inventor who 
has always kept the whole title, legal 
or equitable, to his invention. ‘The 
strongest one in favor of the plaintiff, and most 
relied upon, is Hobbs y. Beach, 180 U. S., 383; 
21 Sup. Ct., 409; 45 L. Ed. 586. That merely 
holds that an intermeddler claiming the invention 
adversely to the inventor could not limit the true 
inventor’s. United States patent by obtaining a 
foreign patent. The change in the law since does 
not authorize any change in the construction of 
the law as it existed before on account of any sup- 
posed hardship of the former law. 

“ Bill dismissed as to this patent.” (Black type 
ours.) 


If Mr. Edison’s foreign patents had not been 
taken out by himself or for his benefit, they would 
not suffice to limit the terms of the United States 
patents (Hobbs vs. Beach, 180 U. S., 397). But, as is 
shown by Mr. Edison’s affidavit (D. R., pp. 114-118), 
all of the foreign patents to which Mr. Dyer has re- 
ferred (Dyer’s Affidavit, pp. 28-45), were taken by him 
or for his benefit, it having been fully understood, as 
he states, by the North American Phonograph Com- 
pany and Lippincott, when his United States rights 
were sold to them, that he was to retain his interest in 
the phonograph inventions for foreigu countries, and 
that foreign patents would be taken by him ; and, by 
implication, therefore, it was known by Mr. Lippincott 
and the North American Company that the taking of 
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such foreign patents might and doubtless would result 
in limiting many of the United States grants. Mr. 
Edison says, however (D. R., p. 119-121), that he exer- 
cised every possible precaution to avoid limiting the 
United States patents, and that he sometimes deferred 
the taking out of such foreign patents until the danger 
of their invalidity, owing to the publication of such 
inventions in the foreign countries, had become immi- 
nent (Edison’s Affidavit, p. 121). 

In Sproull vs. Pratt & Whitney Co., 101 F. R., 285, 
a defendant-liceusee was allowed to set up the expira- 
tion of a shorter-term prior foreign patent, to show 
that an important patent, upon which his license had 
been granted, had expired. Judge TownseEnp said : 


“ The fourth [patent] was dated November 21, 
1882, and the question has arisen whether it ex- 
pired on February 17, 1895, or November 21, 1899. 
The Canadian patent for the same invention ex- 
pired February 17,1895. I do not understand 
that complainant seriously claims that this patent 
did not expire on the earlier date, and I decide 
accordingly.” 


’ Licensees under patents are not allowed to question 
their validity, but it is always open toa licensee to 
show that the patent, under which his license is 
granted, has expired, or that it has been declared in- 
valid by another court; and it is now our privilege to 
set up such expiration against the adverse claims of 
the New York Phonograph Company. 

In Refrigerating Co. vs. Hammond, which was re- 
ferred to by Judge WxHre er in Williams Co. e¢ a. vs. 
Miller, Du Brul & Peters Mfg. Co. (supra, p. 76), it 
was objected by the defendant that the United States 
patent was invalid, because it had failed to show on its 
face the term for which it was granted; but it was held 
by the Supreme Court that such an omission could 
have no such force. The time of expiration, the court 
said, might be shown by any evidence zm puis, and, in 
effect, that the patent would be no less valid than if 
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the expiration of the foreign grant were written upon 
the United States grant. And such was the interpre- 
tation of Refrigerating Co. vs. Hammond, by Judge 
WHEELER. 


The injunction fully observed by the Na- 
tional Phonograph Company—Why con- 
tempt proceedings should have been 
promptly instituted. 


Within the meaning of Judge Hazev’s decision, we 
believe that there are none of the Edison patents now 
in existence to which complainant’s licence may apply 
in any such manner as to prevent the National Phono- 
graph Company from manufacturing its apparatus 
under said patents and selling such apparatus in the 
State of New Jersey ; nor, within the meaning of Judge 
HazeEv’s decision, do we believe the National Com- 
pany could be lawfully prevented from selling its ap- 
paratus in the State of New York. 

The injunction went no further than to restrain de- 
fendants from infringing such rights as complainants 
had under its various contracts, and it was effective 
only to restrain the use of the three patents, No. 
414,761, for the internal ribs of records and blanks, No. 
454,941, for the built-up mica diaphragm, and 400,648 
for the wax composition. And to this extent the man- 
date of the Court has been fully observed by the 
National Company. After the elimination of these 
inventions from its apparatus, the National Company 
did no more than any other manufacturer might have 
done. Clearly, the public at large was at liberty to 
use those of the Edison patents that had expired, and 
it was no less the right of the National Company to do 
so. It was one thing to enjoin the National Company 
from using the three patents which remained in force 
when the mandate of the Circuit Court of Appeals was 
handed down ; but it would have been a very different 
thing to have stopped a large going concern whose 
business was dependent, not upon these three patents 
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at all, but upon thirty others in which complainant 
had no conceivable interest. 

That defendant's view as to the scope of the injunc- 
tion was correct cannot be denied. If defendant had 
continued, in any particular, to trespass upon the sub- 


. stantial rights of the complainant, is it to be supposed 


that contempt proceedings would not have been insti- 
tuted during the eighteen mouths that have elapsed 
since that injunction became effective ? 

Defendants certainly sought to observe the injunc- 
tion, but, if complainant thought it had not done so, 
it must have moved promptly to point out wherein de- 
fendants had failed, and thereby have given defendants 
an opportunity to make such further changes in its 
apparatus as were necessary. 

As we subsequently show (post, pp. 195 -201), a com- 
plainant cavnot indefinitely rest upon its injunctive 
rights without attempting to assert them; and we 
believe that, upon this ground alone, the present pro- 
ceeding should be dismissed. It is always ground for 
the dismissal of contempt proceedings, if, by the delay, 
a defendant has been seriously prejudiced, as cer- 
tainly must have been the fact in this case. 


From Judge Hazel’s Opinion, No Infererence to be 
Drawn That Complainant's License Might Apply to 
Onpatented Improvements. 


Judge Hazew’s decision contains no inference that 
complainant's license might apply to unpatented im- 
provements, nor does the opinion contain any infer- 
ence that such license might extend to the inventions 
of patents that had expired. On the contrary, he was 
clear upon tlie point that licenses could not extend to 
the inventions of patents that had expired, and that 
complainant's right could extend only to the 
inventions of patents that were still in force. 
But it is still the contention of complainant that any 
and all machines known as “ Edison Phonographs ” 
are subject to its license whether the patents are or 
are not in force. 
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Complainant, of course, would have the right to use 
Mr. Edison’s unpatented inventions and the inventions 
of patents that had expired, and, for that matter, so 
would every one else. 

Upon what ground complainant might claim an ex- 
clusive right in the Edison phonograph, it has never 
explained, nor can it. The words “Edison Phono- 
graph”, having been used to designate a patented 
article during the lifetime of patents, have become 
public property, now that the patents have expired, 
and may be used by any one making that article ; and 
such being the law and the facts relating to these 
words, no such claim ean be invoked. 


Authorities showing that patent monop- 
olies cannot be perpetuated by claiming a 
trade-mark right in words which, during 
the lifetime of the patents, were employed 
to describe articles manufactured under 
such patents. 


Patentees have often attempted to retain a property 
right in inventions after patents for them have expired, 
but in no case have they succeeded ; in every instance 
of which we know, the courts have denied the possi- 
bility of such a right.” In many cases where apparatus 
had been given an arbitrary designation and had be- 
come known in the trade by such designation, upon 
the expiration of patents under which such apparatus 
‘ was manufactured, such name or designation, even 
though it might otherwise have constituted a valid 
trade-mark, has been held to have become public prop- 
erty. And such were the decisions where, after the 
expiration of patents, the patentees had sought to 
assert a trade-mark right in such designations as 
“Singer Sewing Machine,” “ Castoria,” ‘ Malted 
Milk,” ‘“‘ Centennial Dater,” the name of the inventor, 
“ Goodyear,” as applied to goods manufactured in ac- 
cordance with expired patents; ‘“ Rahtjen’s Compo- 
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sition,” “ Fairbanks’ Patent,” ‘“‘Weymouth’s Patent,” 
and many others. 

Fairbanks e¢ al. vs. Jacobus, 14 Blatchf., 
337. 

Singer Mfg. Co. vs. June Mfg. Co., 163 
U.S., 169-204. 

Singer Mfg. Co. vs. Bent, 163 U.S., 205- 
207. 

Holzapfel’s Compositions Co. vs. Rathjen’s 
American Composition Co., 183 U. S., 1, 
9, 12. 

Howe Scale Co. vs. Wyckoff, Seamans & 
Benedict, 198 U. 8., 118-140. 

Singer Mfg. Co. vs. Stanage, 6 F. R., 279. 

Wilcox & Gibbs Sewing-Machine Co. vs. 
The Gibbens Frame, 17 F. R., 623. 

Goodyear Rubber Co. vs. Day and another, 
22 F. R., 44. 

Gally vs. The Colt’s Patent Fire-Arms Mfg. 
Co. and others, 30 F. R., 118. 

Hiram Holt Co. vs. Wadsworth ef al., 41 
F. R., 34. 

Centaur Co. vs. Heinsfurter et a/., 84 F. R., 

955, 958. 

B. B. Hill Mfg. Co. vs. Sawyer-Boss Mfg. 
Co. e¢ al., 112 F. R., 144. 

Adam vs. Folger, 56 C. C. A., 540 (120 F. R., 
260). 

Horlick’s Food Co. vs. Elgin Milkine Co. e¢ 
al., 56 C. C. A., 544, 546, 547 (120 F. R., 
264, 566-267). 

Selchow e¢ al. vs. Baker e¢ al., 93 N. Y., 59, 
65-67. 


In Horlick’s Food Co. vs. Elgin Milkine Co. et ad. 
(C. C. A., 7th Circuit, 1903), 120 F. R., 264, 266, 267, 
it was even said by the court that 


“Tt matters not, in our judgment, that the pat- 
ent may not have been in fact valid; nor that the 
product,—malted milk—could not in fact have 
been covered by the description of the patent. 
The point is, that appellant chose to mark its 


product as if it were a monopoly, thereby obtain-. 


ing, measureably at least, the benefit of a mo- 
nopoly ; and gave to ita name, that became the 
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generic name of the supposed monopoly. The 
case is thus brought, in our judgment, within the 
principle, if not the exact facts, of Singer Mfg. Co. 
v. June Mfg. Co., 163 U. S., 169, 16 Sup. Ct., 1002, 
41 L. Ed., 118, and must be ruled accordingly.” 


. Also in Centaur Co. vs. Heinsfurter e¢ al. (C. C. A, 
8th Circuit, 1898), 84 F. R., 955, 958 (opinion by 
Justice BREWER), it was said: 


“The word has become known as the name of 
the thing, and as such it could not be appropri- 
ated as a trade mark. Canal Co. v. Clark, 13 
Wall., 311; Chemical Co. v. Meyer, 139 U.S., 540, 
11 Sup. Ct., 625. As well might a manufacturer 
of flour claim a trade-mark in the word ‘ flour,’ as 
the manufacturer of ‘ Castoria’ a trade-mark in 
that name.” 


In Holsapfel’s Compositions Co. vs. Rahtjen’s Ameri- 
can Composition Co. (1901), 183 U. S., 1, 8, 12, no 
United States patent had been granted, yet the trade- 
mark right in “ Rahtjen’s Composition,” for the United 
States, was held to have been lost merely by the ex- 
piration of a British patent which had been granted 
for that composition. , 

And this rule is recognized by the New York Court 
of Appeals in Selchow e¢ al. vs. Baker et al., 93 N. Y., 
63, 66, and many others. 

The authorities here cited show how unfounded is 
complainant’s claim that there still exists in its favor a 
right in the ‘‘ Edison Phonograph,” the proofs now 
showing, as they do (supra, pp. T0-74), that every 
Edison patent, now used by the National Phonograph 
Company, to which complainant’s license might or 
ever did apply, has expired. 

Under these authorities, upon the expiration of the 
phonograph patents, not only did the inventions 
thereof become public property, but, as well, every- 
thing in and about them, including the words “ Edison 
Phonograph ” by which the manufactured product of 
such inventions had become known. 
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But even if the Edison Patents had not 
expired, the National Phonograph Com- 
pany might manufacture its apparatus at 
Orange, New Jersey, and there lawfully 
sell it, even though it knew such apparatus 
would be used and sold within the State of 
New York. 


To this point we have been chiefly occupied in show- 
ing the expiration of the Edison patents, and that, by 
reason of the expiration of such patents, the right of 
the National Phonograph Company to manufacture 
and sell its apparatus, even in the State of New York, 
is in no manner whatsoever affected by complainant’s 
so-called license rights ; but, as we shall now proceed to 
show, under a current of authority, which we believe 
must be undisputed in this court, it should be the 
privilege of the National Phonograph Company—if 
every one of the Edison patents were still in force—to 
sell its apparatus at Orange, New Jersey, as it now 
does and long since has done, to jobbers and dealers, 
without regard to where the apparatus may thereafter 
be taken or sold. Clearly, under the authorities, such 
would’ be the right of the National Company if its 
sales were made outright to purchasers at Orange, un- 
less by some contractual undertaking it were obligated 
not to do so. 

How its apparatus is and long since has been sold at 
Orange, New Jersey ; what the relations of the National 
Phonograph Company to its jobbers and dealers are ; 
and that such relations are merely those which exist 
between vendee and vendor, are questions involving 
facts which, we believe, may fairly be ascertained from 
the following of the affidavit of Mr. Gilmore, President 
of the National Phonograph Company (D. R., pp. 
95-97) : ¥ 


“In the year 1899, the present system of doing 
business was inaugurated by the Company, under 
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which no goods are sold to jobbers and dealers 
until the latter have signed agreements with the 
Company to maintain prices and to observe other 
conditions referred to therein. The jobbers and 
dealers with whom the Company has business rela- 
tions under these contracts are in no sense agents 
or representatives of the Company, nor authorized 
to represent the Company in any way; nor, under 
these contracts, is the National Phonograph Com- 
pany in any manner or degree responsible to third 
persons for the acts or doings of such jobbers or 
dealers. 

“ Furthermore, in making these contracts with 
jobbers and dealers there is, in no case, an inten- 
tion on the part of the Company to create an 
agency, the sole purpose of the agreements being 
to protect the small jobbers and dealers against in- 
discriminate price cutting by their larger competi- 
tors. The Company isin no way bound by the 
acts or representations of jobbers or dealers who 
handle its goods. All sales are consummated at 
Orange, New Jersey, and sales are never made 
C.O.D., nor are transportation companies made 
the agents of the National Phonograph Company. 
The Company retains no claim whatever on goods 
sold to its jobbers and dealers, and such goods, 
when paid for, can be freely pledged or mortgaged 
without interference from the Company. In no 
case are goods sold on consignment to jobbers or 
dealers in the State of New York. All profits and 
advantages inure absolutely to the benetit of job- 
bers and dealers, the Company having no interest 
whatever in their business. Jobbers and dealers are 
not required to keep accounts, nor does the 
Company require that its goods or accounts shall 
be kept separate from the goods or accounts of 
other concerns doing business with the jobbers 
and dealers. As a matter of fact, in almost every 
case, jobbers and dealers with whom the Company 
does business are engaged in the sale of competing 
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talking machines, principally those of the Victor 
‘i Talking Machine Company, and in many cases 
q jobbers and dealers are engaged in the sale of 
other goods, such as musical instruments, pianos, 
music boxes, sporting goods, ete. Very frequently $ ei 
~ large department stores take on a line of Edison 
phonographs and records as jobbers or dealers. 
All that the company can do in the case of a vio- 
lation of these agreements with jobbers and deal- 
ers is to sue for the infringement of the patents 
under which the goods are manufactured, but in 
that case, the Company invokes no claim to the 
goods, but only asks for an injunction restraining 
their sale in violation of the agreement. 
“ No relationship of principal and agent exists 
between the Company and its jobbers and dealers, 
but only the relationship of vendor and vendee.” 


As to the exact conditions of sale, see also Gil- 
more’s affidavit, pages 97-102. 

It is said, however, by complainant that the National 
Phonograph Company is subject to an implied nega- 
tive covenant not to sell its apparatus, while knowing 

_ the purchaser’s intention to take it within the State of 
New York, and that such implied negative covenant 
has arisen from the fact that the North American 

4 Company, in selling such rights to the New York 
Phonograph Company, thereby became bound by such 

~ a covenant, and that the National Company, having 
purchased the assets of the insolvent North American 

Phonograph Company, thereby succeeded no less to 

the obligations than to the rights, executory and other- 

wise, of the North American Company. But, as we 

shall now proceed to show, implied negative covenants 

w : are not created against vendors merely because they 

have sold license rights under patents ; and we shall 
further show that no such covenant, express or im- 
plied, is to be found within complainant’s license. 4 5 
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Implied negative covenants are not cre- 
ated against the grantor of a patent right 
merely because the grantor has sold such 
rights. 


One selling a patent right, whether a mere license or 
the entire patent, does not by such sale, and by such 
sale alone, create against himself an implied negative 
covenant. By sucha sale the grantor merely parts 
with his right, and if he thereafter trespasses upon that 
right, the grantee’s remedy will be for infringement, 
in the Federal courts, and never, in the absence of an 
express covenant, by an action upon contract. 

There are many cases to this effect where the ques- 
tion had arisen whether the action should be upon 
contract or for infringement. 

If such an implied negative covenant might be 
spelled out of the usual patent license, the action in 
Excelsior Wooden Pipe case (185 U. 8., 282) would 
necessarily have been upon contract, and not for in- 
fringement. In that case the lower court had dis- 
missed the bill saying that the action was upon con- 
tract ; but the Supreme Court held that the action was 
and must be an infringement suit and nothing else, 
and that it was an action of which the State courts 
could not have jurisdiction. Nor did Justice Brown 
fail to consider whether there was or was not a cove- 


nant in the case that might be invoked against the de- ~ 


fendant, who was complainant’s grantor. He was 
looking for some covenant by which the defendant 
might be bound, whether express or implied, but found 
none. Thus Justice Brown said (/did., 294) : 


“ Defendant has broken no express covenant of 
the contract, since if has made no covenant. It 
has simply ignored the existence of the coutract 
and granted a license to another party.” 


But if that contract contained no express covenant 
binding the grantor not to invade the rights he had 
sold, why, we may ask, did not Justice Brown there 
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find an implied covenant to that effect ? The grantor 
who had sold the right was before the court as the 
trespasser, yet the court found no implied covenant 
by which he could be bound, nor, under the authori- 
ties, could any such implied covenant have been 
found. Justice Brown said the facts of the Excelsior 
Pipe case were 


“ practically upon all fours with * * * Little- 
field v. Perry, 21 Wall., 205.” 


Tn the latter case the defendant--the grantor, Little- 
field—had trespassed upon complainant’s license rights 
by making and selling the patented apparatus ; nor was 
this all; the grantor had even covenanted to prosecute 
infringers in complainant's territory and had promised 
the latter to defend him against suits by other pat- 
entees; yet such grantor was held to be bound by no 
covenant, implied or otherwise, not to himself invade 
the rights he had sold (21 Wall., 218, 223). The 
grantor’s express covenants to prosecute infringers and 
to protect the licensee against suits by other patentees, 
were held not to constitute a covenant that the grantor 
would not invade the rights he had granted. He was 
merely held as an infringer. 

The unavoidable deductions from these 1! 1) author- 
ities is that, as against a grantor who sel: patent, 
the sale of such right, ot any small part t!oreof, will 
never imply a negative covenant against him. Little- 
field vs. Perry was decided 1874, and the Excelsior 
Pipe case twenty-seven years later, and such having 
been the law at least since the earlier date such rule 
was affirmed in 1901 in terms that are conspicuous 
for their clearness. 

But for authorities upon this subject we are not lim- 
ited to Littlefield vs. Perry and the Excelsior Pipe 
ease. Two other cases, equally instructive, have been 
decided by the Supreme Court, namely, Hobbie vs. 
Jennison, 149 U.S., 355, and Keeler vs. Standard 
Folding Bed Co., 157 U. S., 659, while in that category 
of cases twenty others have been decided at Circuit. 

In Littlefield vs. Perry and Excelsior Pipe case 
the question was broadly up as to what 
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redress a licensee should have where his rights 
had been invaded by his own grantor. In Keeler vs. 


- Standard Folding Bed Co. (hereinafter for convenience 


called the Folding Bed case), the question presented 
was whether the owner of a patent right for a specific 
territory might sell apparatus within his own terri- 
tory knowing that it would be taken into the territory 
of another licensee and there sold in the ordinary 
course of trade. A Massachusetts dealer had bought 
a carload of beds of the Michigan licensee at Grand 
Rapids, Michigan, had taken them to Massachusetts, 
and there, with full knowledge of the exclusive 
rights of the Massachusetts licensee, had sold them 
in the ordinary course of trade. In Hobbie vs. Jenni- 
son the suit was against the Michigan licensee who 
sold pipe in his own territory, knowing that it 
would be used in Connecticut, the territory of another 
licensee. In both of these cases the right of defendant 
to so sell his goods was sustained, and in the Folding 
Bed case it was held that there was no substantial 
distinction to be drawn between the right to use and 
the right to sell, within a restricted territory, so long as 
the goods had once been lawfully bought (157 U. 
S., 664). And here the question arose whether the 
Massachusetts licensee might, by any scheme of con- 
tracts, have been protected against such invasions. In 
Hobbie vs. Jennison (149 U. S., 363), Justice BLaton- 
FORD said this might have been done: 


“It is easy for a patentee to protect himself 
and his assignees, when he conveys exclusive 
rights under the patent for particular territory. 
He can take care to bind every licensee or assignee, 
if he gives him the right to sell articles made 
under the patent, by imposing conditions which 
will prevent any other licensee or assignee from 
being interfered with. There is no condition or 
restriction in the present case in the title of the de- 
fendant. He was the assignee and owner of the 
patent for the State of Michigan.” (Italics ours.) 
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But whether such a scheme of contracts would be 
feasible is not so certain, if we look to the later Fold- 
ing-Bed decision. In the latter case, Justice Sutras said 
no such question was before the court and no opinion 
was expressed upon it (post, p. 91) ; but, he said if such 
a question were before the court, it “ would arise as a 
question of contract, and not as one under the inherent 
meaning and effect of the patent laws.” For the 
argument, however, let it be assumed, as Justice 
BuatcurorD said, that it would be “easy for a pat- 
entee to protect himself and his assignees, * * * 
by imposing conditions which will prevent any other 
licensee or assignee from being interfered with” ; and, 
upon this assumption, let us ask whether the North 
American Phonograph Company, in granting its licenses, 
ever attempted to impose such conditions ? 

As may be gathered from the foregoing statement of 
Justice Buiarcurorp, the plan of the patentee, in 
Hobbie vs. Jennison, was to sell territorial rights for the 
various states, substantially as was done by the North 
American Phonograph Company in parcelling out its 
monopoly to different licensees. 

Thus, in Section 1 of the Metropolitan license (Ap- 
peal Rec., p. 909; Deft.s Ex., p. 23), which is 
similar to Section 1 of the Haines license (Appeal 
Rec., p. 941; Deft.’s Kx., p. 38, 39), after certain 
recitals as to the term of the license and the territory 
covered by it, appears the following : 


“ And the party of the first part hereby cove- 
nants and agrees that it will grant no other sim- 
ilar rights or any rights for the use of the phono- 
graph or phonograph-graphophone, or phono- 
graphic or phonograph-graphophonic appliances 
for the foregoing territory, or any part thereof, 
while this agreement shall remain in force.” 


But here, as Justice BLatcHrorD said in Hobbie 
vs. Jennison, 


“There is no condition or restriction in the 
present case in the title of the defendant.” 
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Complainant’s license is, in effect, precisely such a 
license or assigument as was that referred to by Justice 
BuarcHrorD in Hobbie vs. Jennison (Supra, p. 89) ; 
and if there were no implied negative covenant at- 
taching to that license, clearly there can be none in 
complainant’s in the case at bar. 

Complainant, however, makes much of the fact that, 
in the Metropolitan license, the North American Com- 
pany covenanted that it would 


“ grant no other similar rights ” 


within that territory. But such a covenant is no more 
than is implied in any exclusive grant, and it can make 
complainant's grant in no manner different from that 
of the Excelsior Pipe case, Littlefield vs. Perry, or 
Hobbie vs. Jennison. In the Folding-Bed case, the 
Michigan licensee was recognized as having the exclu- 
sive right for that territory, as was the Massachusetts 
licensee for that of his own State (157 U. S., 660) ; but 
the Michigan license was assumed to contain no such 
implied negative covenant, for, had it contained such a 
covenant, the action must have been upon contract and 
could not bave been an infringement case. But 
that it was regarded and dealt with as an infringement 
case is not to be doubted. 
Justice Suiras said (157 U. S., 666) : 


“ Whether a patentee may protect himself and 
his assignees by special contracts brought home to 
the purchasers is not a question before us, and 
upon which we express no opinion. Jt is, however, 
obvious that such a question would arise as a ques- 
tion of contract, and not as one under the inherent 
meaning and effect of the patent laws.” (Italics 
ours.) 


If the owner of the Folding-Bed patent for Michigan 
had been bound by an implied negative covenant, and 
the effect of that covenant could have extended to its 
customers in any such way as complainant says the 
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customers of the National Phonograph Company are 
bound, the action must have been upon contract and 
not for infringement, and the case would have been dis- 
missed by the Supreme Court for the want of jurisdic- 
tion in the Federal courts. But the jurisdiction of the 
United States Court was upheld, and the case, having 
been brought as an infringement suit, as such, was dis- 
posed of by the Supreme Court. 


The implied negative covenant assumed 
to be contained in the North American 
licenses—why it was assumed to ex’st, and 
further reasons showing that there could 
have been no such covenant. 


If the theory of such a covenant were not for the 
first time advanced by Judge Gray, he it was who gave 
prominence to it in New England Phonograph Co. vs. 
Edison, 110 P. R., 26. Judge Gray there had under 
consideration a license granted to the New England 
Phonograph Company which, for the purposes of this 
discussion, was essentially similar to the licenses of 
the New York Phonograph Company, and he had be- 
fore him a bill of complaint which in all ess-> ix! par- 
ticulars, except as to the character of the. londant 
named, was the same as the complaint in the case at 
bar; and as he doubtless assumed, the court had ob- 
tained jurisdiction of the action by diversity of citizen- 
ship rather than upon the subject matter. And the 
decision having been rendered upon demurrer, the 
allegations of the bill were necessarily taken as true, 
they having been to the effect that Mr. Edison and the 
National Phonograph Company, as successors to the 
North American Company, had ( /did., 27) 


“entered upon a plan or scheme by means of 
which they might deprive the complainant of the 
enjoyment and profits of the exclusive rights 
aforesaid, and divert the same to themselves. ” 


and that they had entered into a conspiracy to in- 
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jure the complainant and invade his territory in viola- 
tion of his contract rights. And thus it appeared to 
Judge Gray as an undisputed fact that the plaintiff 
was the owner of valuable rights, and that those rights 
had been invaded. 

Under the circumstances, Judge Gray said it suffi- 
ciently appeared that the contract rights of the com- 
plainant had been violated, his language in this respect 
being (110 F. R., 28) : 


“asin ini SAAS, Fe alta een tes 0c 


.“ Profert, however, is made of the same [the 
contracts], and, as defendants have demurred with- 
out craving oyer, we must take the statements of the 
bill in regard thereto us correctly describing the 
purport of the said contract.” (Italics ours.) 


And assuming, as he did, that there was no dispute 
of fact as to the rights secured to complainant by its 
license, he further said (/bid, 28) : 


“In these it has been sufficiently alleged, at 
least for the determination of this demurrer, that 
the said contract contained an implied negative 
covenant not to sell or dealin the articles or mat- 
ters in regard to which the said exclusive right 
was granted, and that the defendant Thomas A. 
Edison owned and controlled the defendant com- 
panies, and that he and they succeeded to the 
rights and responsibilities of the North American 
Phonograph Company in regard to the contract in 
question. This is not a bill for infringement of 
the patents under which complainant was a licen- 
see, but is one that seeks to restrain those who 
are alleged to be acting under the original licensor 
from violating the negative covenants contained in 
said license contract.” (Italics ours.) 


From the part of Judge Gray’s decision here 
quoted it is clear that he found no eapress negative 
covenant in plaintiff’s license, and that all he did find 
was an implied negative covenant. And this was a 
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finding which is now of the highest importance to the 
present controversy, since, as there was no implied 
negative, complainant now contends that there was an 
express negative covenant. But, if Judge Gray could 
find no express covenant in such license, it is not to 
be assumed that complainant has been more suc- 
cessful. Thus, Judge Gray said : 


“ the said contract contained an implied negative 
covenant not to sell or dealin the articles or 
matters in regard to which the said exclusive 
right was granted ;” 


but if no implied negative covenant were contained in 
the licenses which were before the court in Littlefield 
vs. Perry, in Excelsior Wooden Pipe case, in Hobbie 
vs. Jenuison, and in the Folding Bed case, which were 
exclusive licenses or assignments of the usual form, 
why, by implication, could any such covenant have 
been assumed to exist in the license which was before 
Judge Gray? Indeed, in one or another of these 
licenses and assignments are found substantially all of 
the covenants by which the North American Company 
could have been bound (see Littlefield vs. Perry, 21 
Wall., 220). Within these authorities we have at 
hand an exact means for determining that there could 
have been no such covenant in plaintiffs license, by 
implication or otherwise. And let us here ask how 
the North American licenses must have been drawn 
if it had been the purpose to include in them any 
such covenant? Obviously, if there had been any 
such purpose, each North American license must have 
contained a covenant or provision under which each 
licensee would have been precluded from selling goods 
which be knew would be taken into a neighbor's 
territory, this being the kind of covenant that Justice 
BLarcHForD said, in Hobbie vs. Jennison (149 U.S., 
363), would be necessary to meet such a requirement 
(supra, p. 89). 

But no such restriction is found in the North Amer- 
ican licenses (Appeal Rec., pp. 907-924, 938-956 ; 
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Defts.’ Ex. 21, 36), and why not it is not difficult to 
understand. Prior to the Folding-Bed decision, which 
was rendered in 1894, it was generally assumed by the 
Circuit Courts that, although goods bought in the ter- 
ritory of one licensee might be taken into another's 
territory and there lawfully used, such goods might not 
be taken into another’s territory and there lawfully sold 
“‘in the ordinary course of trade.” 

In Hatch vs. Adams, 22 F. R., 434, 488 (1884), Judge 
McKeEwnnay (p. 436) agreed 


“that an unrestricted sale of a patented article 
earries with it the right to its unlimited use,” 


but he said, 


“a sale of patented articles in the ordinary course 
of trade, outside of the territorial limits to which 
the right to sell is restricted by the patentee’s 
grant, is unwarranted.” (Italics ours.) ; 


and this rule was followed by the Circuit Courts, 
without exception, up to the time of the Folding-Bed 
decision : 
Hatch vs. Hall, 22 F. R., 438. 
Hobbie vs. Smith, 27 F. R., 656. 
Hatch vs. Hall, 30 F. R., 613. 
Graff vs. Boesch, 33 F. R., 279. 
Folding-Bed Co. vs. Keeler, 87 F. R., 693. 
Sheldon Axle Co. vs. Standard Axle-Works, 
37 F. R., 789. 
Hobbie vs. Jennison, 40 F. B., 887. 
Folding-Bed Co. vs. Keeler, 41 F. R., 51. 
California Electrical Works vs. Finck e¢ al., 
47 F. R., 583. 


But the Folding-Bed decision (157 U. S., 659) 
decided that, where goods had once been lawfully 
bought, there was no substantial distinction to be 
made between the right to use and the right to sell, 
and thereby a class of Circuit Court decisions was 
reversed ; and, then, for the first time, it became 
definitely understood that a territorial licensee could 
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have no protection against goods brought into his 
territory so long as they had been lawfully purchased 
from another licensee. Justice Suiras said that the 
rule in such cases should have been sufficiently clear 
from Adams ys. Burke, 17 Wall., 453, 456; but if not, 
he proposed that the Folding-Bed decision should no 
longer leave the views of the Supreme Court in doubt. 
The exact meaning of the Folding-Bed decision, how- 
ever, is perhaps more nearly set forth in the dissenting 
opinion of Justice Brown than in tbe decision itself. 
Justice Brown said (157 U. S., 667) : 


“The exact question presented by the record in 
this sase is, whether a dealer in patented articles, 
doing business in Massachusetts, and knowing 
that the right to manufacture, use, and sell such 
articles within that State belongs to another, may 
purchase such articles of the patentee in Michi- 
gan, in the vrdinary course of trade, for the pur- 
pose of resale in Massachusetts, and may sell them 
there in defiance of the rights of the licensee.” 
(Italics ours). 


And such has been the general understanding of this 
decision. In Jackson vs. Vaughan, 73 F. R., 857, 839 
(1896), Judge Morrow, upon a review of the Folding- 
Bed ease and Hobbie vs. Jennison (149 U.S., 355), 
said that the entire line of Cireuit Court decisions pre- 
ceding the Folding-Red case had, by the latter, been 
wholly reversed and set aside and that they were no 
longer available to support the contention that goods 
lawfully bought in one territory could not be sold in 
the ordinary course of trade, within the territory of 
other licensees. While in Edison Phonograph Co. vs. 
Pike (116 F. R., 864, 1902), Judge Lowe.u said : 


“The upshot of these cases appears to be that 
the owner uf a patent right for one part of the 
United States cannot prevent the sale within his 
territory of goods covered by the patent, provided 
the seller has procured the goods in another State, 
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from one who has the right to sell them in the 
latter. The mere territorial ownership of a patent 
would seem to give the owner little more than the 
right to sue in his own name persons selling or using 
“ within his territory in total defiance of the patent. 
= He is not freed from competition with one who im- 
ports into and sells in his territory patented goods 
lawfully procured.” (Italics ours.) 


The Supreme Court, by one decision, has seldom 
overruled such a mass of authority as had arisen 
~ in the Circuit Courts upon this subject. When 
; the North American licenses were prepared, the law 
seemed to be firmly established that patented articles, 
lawfully bought in one territory, could mt be sold in 
the ordinary course of trade in another; and so the 
law remained for the following six years; and it is, 
not strange therefore, that the North American licenses, 
which were granted within this period, omitted some 
specific covenant such as must have been adopted ac- 
cording to Hobbie vs. Jennison and the Folding-Bed 
case, if it had been the wish of the grantor to protect 
one licensee against the invasion of goods bought from 
other licensees. At that time, to have inserted such a ; 
provision, would have seemed a work of supererogation. 
And now the important question arises whether 
Judge Gray would have decided as he did if the Ex- 
celsior Pipe case had been before him as an authority. 
~ 7 His decision in the New England case was rendered 
June 28,1901, while that in the Excelsior Pipe case 
was of May 5, 1902. We believe that if the Excelsior 
Pipe case had been rendered at that time he would not 
have decided that the New England license contained 
any such implied covenant, nor do we believe that 
¥ . Judge WaeeEter’s decision in New York Phonograph 
Company vs. National Phonograph Company (112 F. 
R., 822) of January 2, 1902, which preceded the Excel- 
sior Pipe case by four months, would have been ren- 
dered as it now exists. Judge WHEELER merely fol- 
lowed Judge Gray; and such a line of authorities hav- 
ing been begun, it was followed not only by him but 
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by Judge Hazen in New York Phonograph Company 
vs. Jones (123 F. R., 197), April 30, 1903, nearly a year 
after the Excelsior Wooden Pipe decision had been 
announced. But, clearly, Judge Haze~L must have 
overlooked the essential bearing of this feature of the 
Excelsior Pipe case. 
Judge Hazen, in the Jones case, said (123 F. R., 

198) : 


“An action to recover on that con- 
tract might properly have been brought against 
the persons and corporations who were parties to 
the granting of the exclusive territorial right to 
buy and sell phonographs.” (Black type ours.) 


But, as has already been seen in the Excelsior Pipe 
case, suit having been brought by an exclusive licen- 
see against his grantor for invading the territory of 
his grant, it was held that the action must be an in- 
fringement suit, and nothing else; and that, under 
circumstances entirely similar to those of the Jones 
case the action could not be upon the contract. 

And such was Littlefield vs. Perry (supra, p. 88), 
where the grantor had expressly covenanted to prose- 
cute infringers and to protect the licensee against suits 
by other patentees. In the latter case it was held that 
the suit could not be upon coutract, and that the only 
possible cause of action against the grantor was for 
infringement, since the grantor could not be expected 
to sue himself. 


The Whitson Case. 


As occasion offers, complainant never misses the op- 
portunity to cite the Whitson case (Columbia Phono- 
graph Company vs. Whitson, April Term, 1901, 
Supreme Court of The District of Columbia) as au- 
thority for its contention that this is not a suit to re- 
strain the infringement of a patent right, but is a suit 
arising under contract. (Complainant’s brief on ap- 
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peal herein, p. 9, quoting the following part of such 
decision) : 


“ Now, this is not a bill filed to restrain the in- 
fringement of a patent. Complainant does not allege 
that it is the assignee of any portion—any territo- 
rial portion of the rights acquired by letters patent. 
The bill is filed by complainant simply as the exclu- 
sive licensee of that certain territory. It is not 
alleged that letters patent are being infringed by 
the defendant, but that the exclusive right 
or privilege that was conferred by the 
North American Company under 
authority derived from Edison himself, 
is being infringed by the Whitsons at 
the instigation of the National Phono- 
graph Company.” [Italics and black type 
ours. | 


From the statement that 


“Complainant does not allege that it is assig- 
nee of any portion—any territorial portion of the 
rights acquired by letters patent,” 


it might be inferred that complainant claims neither a 
patent right nor a right derivable from patents. But 
the rights derived by complainant from its license in 
the Whitson case was a substantial patent right—how- 
ever small—and must have been essentially the same 
as were the rights claimed by the complainants in the 
Excelsior Pipe case and in Littlefield vs. Perry; and 
the Whitson case, no more than the others, should 
have been regarded as an action upon contract. 

Not one of the reasons advanced by Judge BrapLEy 
can serve to show that the Whitson case was not an 
infringement suit. Such licensees are as free to prose- 
cute infringement suits as are owners of the legal title. 
It is said that a licensee must sue a stranger in the 
name of the grantor (Walker on Patents, 4th Ed., p. 
138, § 400) ; but that, if the grantor is the infringer, the 
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licensee may sue in his own name (Walker on Patents, 
p. 239, § 400). In Littlefield vs. Perry (Supra, p. 88), 
and in the Excelsior Pipe case, the right of the licensee 
to sue his grantor as an infringer was sustained; and 
in both of these cases it was held that, in the absence ~ 
of an express negative covenant binding the grantor 
not to invade the liceused territory, the licensee’s only 
remedy was to sue the grantor as an infringer. Here 4 } 
the Supreme Court (21 Wall., 223) said such an invasion 
by the grantor was a wrong that ‘‘is an infringement ” 
7 4 (post. p. 104). While in Excelsior Pipe case (185 U.S., 
294), Justice Brown said of the grantor, where the 
latter was bound by no express covenant : 


“Defendant has broken no express covenant 
of the contract [see the contract, 185 U. S., 288, 289], 
~ 9 since it has made no covenant. It has simply ig- 
nored the existence of the contract and granted a 
license to another party. It is difficult to see what 
remedy is available to the plaintiffin a state court 
that would not involve the right of the defendant 
! to use the patent. In other. words, it would be 
~ ; anordinary suit for infringement, in 
which the Federal courts would alone 
have jurisdiction.” (Black type ours.) 


Every licensee or assignee necessarily derives his 
to} me 
right under a contract ; but, if the contract is not be- 


- tween the parties to the suit, it can in no manner char- 
acterize the action. Norcanit then be a contract case 
unless some covenant of the contract, express or im- 
plied, has been violated. Unless a covenant has been 
4 violated, and the action is between the parties to the ; 
7 a contract, it must always be for infringement. Contracts P . 
4 between others than the parties to the suit can never 
characterize ‘the action, and are merely collateral to 
the controversy (Excelsior Pipe case, 185 U. 8., 291; 
Atherton Machine Co. vs. Atwood-Morrison Co., 102 ’ 4 
: F. R., 949, 955). 
~ 4 It was enough, in Judge BraDLey’s view (supra, p. 99), 
E that the Columbia Company had bought its right from 
= 
~ 
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teh North American Phonograph Company, that the 
North American Company had bought the patents from 
Edison, and that the National Phonograph Company had 
instigated the Whitsons to infringe those rights. But 
the Appellate Court, in that case, was ready to go a 
step further (18 App. D. C., 565). See the following 
(Lbid., 572, 573) : 


“Nor is it of any consequence whether the Na- 
tional Company is, or is not, to be regarded as the 
successor in law, if such it can be, cf the North 
American Phonograph Company.” (Italics ours). 


Any one, Judge Morris said, who had bought the 
Edison patents, knowing of complainant’s license, 
must be assumed to have taken them subject to such 
rights and to be disqualified from 


“infringing in any manuer the exclusive license 
given to the Columbia Company. If this were 
not so, it is very plain that rights granted under a 
patent might be destroyed with impunity * * * 
by the mere transfer of the patent.” 


Obviously Judge Morris looked upon the Whitson 
ease as he would upon any infringement suit where 
rights conferred by a limited license had been in- 
fringed; and, doubtless, if the question had arisen 
he would then and there have found that the case was 
one of which a State court could not take cognizance. 
Or, at least, such must have been the logical conclu- 
sion, if, as may be implied from his foregoing statement, 
it were not possible that the National Phonograph 
Company should be the successor in law of the North 
American Company. Moreover, as already appears, 
assignees of patents do not take them subject to what- 
ever covenants or conditions the assignor may happen 
to be bound (post, p. 153). 
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The Rahley Case. 


A similar case to that of Columbia Phonograph Com- 
pany vs. Whitson, but one or two years later, is Rahley 
vs. Columbia Phonograph Company, 122 F. R., 623, Cir- 
cuit Court of Appeals, 4th Cireuit, May 5, 1903; and 
what has been said of the Whitson case is substanti- 
ally applicable to that of Rahley ; although, in the 
latter, appears much to show why it was that the court 
hastened to ‘the conclusion that the action did not 
“ involve infringement of letters patent.” For here it 
is seen that if the case were not upon contract it must 
have failed under the Folding-Bed decision. Thus the 
court said (122 F. R., 623) : 


“It is admitted that the patented ar- 
ticles whose sale the bill seeks to enjoin, 
are lawfully manufactured in New 
Jersey by the licensee |The National Com- 
pany| of the owners of the patent.” 
(Black type ours.) 


and that 


(Ibid, 624) “ The question in the case is, as- 
suming that the defendant really purchased 
bona fide in the State of New Jersey from the 
National Phonograph Company, the licensee in 
that State of these patents, can he take the 
patented articles in question into the ter- 
ritory of the Columbia Phonograph 
Company, and there dispose of them at 
his will.” (Black type our.) 


When the Cireuit Court of Appeals there asked 
whether, if the defendant had purchased ,the goods bona 
fide in the State of New Jersey, he might next take 
them “ into the territory of the Columbia Phonograph 
Company, and there dispose of them at his will,” it 
merely asked that question which, ten years before, 
had been settled by the Supreme Court in the Folding- 
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Bed case (157 U. S., 659). The Rahley case stands in 
strange contrast with Justice Brown’s interpretation of 
the Folding-Bed case (157 U. S., 657) : 


“ The exact question presented by the record in 
this case is, whether a dealer in patented articles, 
doing business in Massachusetts, and knowing 
that the right to manufacture, use, and sell such 
articles, within that State belongs to another, may 
purchase such articles of the patentee in Mich- 
igan, in the ordinary course of trade, for the 
purpose of resale in Massachusetts, and may sell 
them there in defiance of the rights of the license.” 


Clearly if Justice Browny’s understanding of the 
Folding-Bed decision was correct, the Rahley case can- 
not be good law. 

The remarkable feature of the Rahley case, however, 
is that the Excelsior Pipe ease is therein cited as au- 
thority for the proposition that the Rahley case must 
have been upon contract and that it was not a patent 
case (122 F. R., 623) : 


“ The jurisdiction of the court therefore rests 
altogether .on the diverse citizenship of the 
parties. Excelsior Wooden Pipe Co. vy. Pacific 
Bridge Company, 185 U. S., 282; 22 Sup. Ct., 
681, 46 L. Ed., 910.” 


But if any one thing was decided in the Excelsior 
Pipe case, it was that jurisdiction was there found by 
reason of the subject-matter and that the plaintiff, in 
any such case, would be without redress in the State 
courts. (/bid., 289, 291, 294). 

If the Rahley, Whitson, New England, New York, 
and Jones suits had been accepted by the courts as in- 
fringement suits, all of them must have failed under 
the doctrine of the Folding-Bed decision, but since 
the various courts, in which these suits were 
brought, might entertain jurisdiction by reason 
of diversity of citizenship, even if the actions 
were upon contract, it was easy to say that they 
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were contract and not patent cases. But under 
the Folding-Bed case, as we have shown (supra, 
p. 103), these were not contract cases, for there, as 
here, the dealer who bought beds in Michigan was as- 
sumed by the court to have known of the exclusive 
rights of the Massachusetts licensee into whose terri- 
tory he took and sold the goods “in the ordinary 
course of trade.” In that case there was no negative 
covenant implied, nor, as we have already shown, could 
such a covenant any more be implied in the North 
American licenses. 

But, entirely aside from the Folding-Bed case, the 
Excelsior Pipe case shows (185 U. S., 282), that such a 
licensee would be without redress except in the Federal 
courts, and that all such suits must be actions for in- 
fringement or nothing. 

And more apposite still for a critical comparison is 
Littlefield vs. Perry, 21 Wall., 223. In the latter, while 
assuming the plaintiff to have been a mere licensee, 
the Court said of the defendant, who had expressly 
covenanted to prosecute infringers : 


*In this case the person who should 
have protected the plaintiff against all 
infringements has become himself the 
infringer. * * * He has been /» ‘/iless to 
his trust, and courts of equity are always open for 
the redress of such a wrong. This wrong is 
aninfringement. Its redress involvesa 
suit, therefore, arising under the Patent 
Laws, and of that the Circuit Court has 
jurisdiction.” (Black type ours.) 


If, in Littlefield vs. Perry (where the grantor was 
invading a license that he had himself granted), the 
Court might say 


“ This wrong is an infringement,” 


and 


“ Tts redress involves a suit, * * * arising 
under the patent laws.” 
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how, in identically the same state of facts, could 
Judges Gray, Braptey, Smronron, WHEELER and 
HazeEx have said that the wrong was no¢ an infringe- 
ment of patents, and that redress for such a wrong 
would involve an action upon contract, and not a suit 
under the patent laws ? 

In the New England case (110 F. R., 26, 28), Judge 
Gray said (Ibid., p. 28) : : 


* * * “the defendant Thomas A. Edison 
owned and controlled the defendant companies, 
and that he and they succeeded to the rights and 
responsibilities of the North American Phono- 
graph Company in regard to the contract in ques- 
tion. This is not a bill for infringement of the 
patents under which complainant was a_ licensee, 
but is one that seeks to restrain those who are 
alleged to be acting under the original licensor 
from violating the negative covenants contained in 
said license contract.” 


But if the New England bill were “ not a bill for 
infringement,” why was the bill in Littlefield vs. Perry 
an infringement bill? Edison could no more have 
been bound by an implied negative covenant than was 
the grantor in Littlefield vs. Perry. Clearly, Edison 
had no more notice of plaintiff's rights in the New 
England case than had the defendant, Littlefield, in 
Littlefield vs. Perry. As to the rights granted, the 
invasions complained of, and the notice or knowledge 
by defendant of complainant’s alleged rights—the 
cases were one and the same in all of these essential 
facts. And ifthe wrong complained of in one case 
were an infringement whose redress involved an action 
arising under the patent laws, such must have been the 
wrong and such the redress in the other. 

These two cases cannot stand together; if one is 
right the other is wrong ; and whether in logic the 
New England is right or wrong, it must yield to the 
higher authority of Littlefield vs. Perry, and the Ex- 
celsior Pipe case. 
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The sales at Orange none the less com- 
plete because of the so-called Jobbers’ and 
Dealers’ Agreements. 


Mr. Gilmore (supra, pp. 84-86), testifies that all of 
the goods of the National Phonograph Company are 
manufactured at Orange, New Jersey, and nowhere 
else. And that with the exception of a certain “ busi- 
ness” or “commercial” machine, all of the goods of 
the National Company are sold at Orange. This ma- 
chine, however (to which we have given full considera- 
tion, post, pp. 122, 123), constitutes not one per cent. of 
the output of the National Company ; and, owing to 
the expiration of patents may be expressly made and 
sold as if no license had ever been granted to com- 
plainant. If so, such goods are lawfully sold ; and, 
equally, if so, they are lawfully bought by the 
purchaser, and may be lawfully sold in the State of 
New York or anywhere else within the United States, 
notwithstanding the territorial licenses of others (post, 
pp. 125-129). 

Nor is there any good reason for doubting that 
such purchases and sales are so made. Clearly, the 


National Company has the lawful right to manufacture. 


and sell at Orange, New Jersey—In fact such was ad- 
mitted to be its right in the Rahley case (supra, p. 
102). Avd, having such right, why should it not 
have limited its sales to the New Jersey territory, when 
by so doing it might effectively avoid the charge of in- 
vading plaintiff's rights ? 

But complainant says the situation is affected by the 
so-called jobbers’ and dealers’ agreements (Gilmore’s 
affidavit, pp. 108-111). But what do these agreements 
show? Clearly nothing beyond 

(1) Price lists of the goods of the National ,Phono- 
graph Company, and 

(2) The right which the National Company has re- 
tained to itself to prevent price cutting by those who 
purchase and resell its goods. 
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_ The Sending of Price Lists no Invasion of Com- 
plainants’ Rights. 


Certainly, the sending of price lists into the New York 

x territory can cut no figure to make the sales at Orange 

either more or less complete as such. In Hobbie vs. 

Smith (27 F. R., 656), Judge Coxe had before him two 

( classes of cases where infringement was charged 

. against a Michigan licensee and manufacturer whose 

goods had been sent into the territory of other licen- 

sees (post, p. 115). In all these cases, he said, price 

lists had been sent into the territories of other licen- 

sees, and that letters were passed ; yet he found that 

where the goods were sold and delivered in Michigan, 

there the sales were, and that all such sales were 

lawful (post, p. 116); but where the Michigan 

licensee, at his own risk and expense had consigned 

\ ed goods to purchasers withiu the territories of other j 

licensees, there, he said, the sales were unlawful and 
an infringement of plaintiff's rights (27 F. R., 661). 

And such was the decision in Hobbie vs. Jennison 

(40 F. R., 887), in which Judge Brown (thereafter 

Justice Brown) said the facts as to correspondence, 

~ | shipments and salas were as in Hobbie vs. Smith (post, 

pp. 117, 118). 

And such was the understanding of Justice BLaton- 

FoRD in Hobbie vs. Jennison (149 U. S., 355), in the 

appeal from Judge Brown’s decision. And such is the 

entire line of decisions in which it was recognized that 


a the lawfulness of such sales could not be affected by a 
manufacturer’s knowledge that good sold in his own 
territory would be taken into that of another licensee, 
Keeler vs. Standard Folding Bed Company. 
157 U. S., 659. 
‘ Hobbie vs. Jennison, 27 F. R., 656. 
~ . Hobbie vs. Jennison, 40 F. R., 887. 
Hobbie vs. Jennison, 149 U. 8., 355. 
Jackson vs. Vaughan, 73 F. R., 837. 
its Edison Phonograph Co. vs. Pike, 116 F. R., 
- ‘ 864. 
Bobbs Merrill Co. vs. Straus, 139 F. R., 155. 
a \ 
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Both upon principle and authority the sending of 
price lists by a licensee into another’s territory, even 
‘though amounting to.offers to sell, will not affect or 
change the s/tus of sale. 


Sales at Orange Not Affected by the Price Cutting 
Restrictions—Conditions Subsequent. 


The price cutting restriction of the jobbers’ and 
dealers’ agreements is nothing of a factor or of any 
weight whatsoever to show that the sales to them 
are not lawfully made at Orange, or that by rea- 
son of such restriction such sales are any the less com- 
plete. These agreements merely provide that jobbers 
and dealers who cut prices shall be regarded and 
treated as infringers, and that, as such, they may be 
enjoined from selling apparatus at less than the pre- 
scribed price. But, with one minor exception relating 
to one insufficient piece of appavatus, which is noted in 
Gilmore’s affidavit (p. 101), there is no restriction that 
even then may be invoked to stop a jobber or dealer from 
selling his apparatus at the prescribed price, uor is 
his title to the apparatus divested by a violation of the 
agreement. But if these agreements contained some 
provision under which their title to such ap»aratus 
might be revested in the National Phonograp!: Vom- 
pany, the sales would be none the less complete, since 
such a divesting of title would arise from a breach of a 
condition subsequent, which never means that a good 
title has not once passed, or that there has not once 
been a complete sale. 

It is a general rule that if a condition precedent re- 
mains to be performed by the vendor, the sale is not 
complete ; but it is equally the rule that if only a con- 
dition subsequent remains to be performed, title will 
have passed. Obviously, in all sales of goods at 
Orange, under these agreemeuts, after the goods are 
delivered to the carrier, there remains no con; 
dition precedent to be performed, either by the Na- 
tional Phonograph Company or by the purchaser. The 
condition forbidding resales of goods at less than the 
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specified price involves no condition precedent. In so 
far as there is a condition, it is the condition szbse- 
quent and not precedent, since the condition could not 
prevent the passing of title, and title having passed, it 
is to remain in the purchaser, even though tbe agree- 
ment be violated. But, if under these agreements the 
purchaser's title might be divested, no better example 
of the condition subsequent as distinguished from the 
condition precedent could be cited. 

In Boesch vs. Gratf, 183 U.S., 697, a familiar in- 
stance of the condition subsequent is presented. In that 
case, coupled with an assignment of a patent, was an 
additional agreement that if the assignee failed to pay 
‘royalties to a certain amount, the title in the patent 
should revert to the assignor. Counsel for defendants, 
in that case, contended that the assignment and the 
contract should be construed together (did, p. 700), 
and that they amounted 


“ simply to an executory contract to assign when 
Graff shall have paid the sum of 4,000 marks.” 


But Chief Justice FULLER said the transfer was abso- 
lute and that title was only to be divested if the 
condition were not performed. The condition of the 
contract, Chief Justice FULLER said (p. 701), 


“ ds a condition subsequent. The title had already 
vested, but was liable to be defeated in futuro on 
failure of the condition. There has been no such 
failure, but on the contrary Albert Graff has paid 
the 4,000 marks in full.” (Italics ours). 


And, in Littlefield vs. Perry, 21 Wall.,'205, 220, the 
principle is equally well illustrated : 


“ When the ‘grant’ was placed on _ record, 
Treadwell & Perry became the apparent owners 
of the entire patent and inventions throughout the 
specified territory. Neither the agreement to ac- 
count aud pay the royalty nor the clause of for- 
feiture for non-performance contained in that in- 


110 


strument reduced them to the position of licensees. 
The agreement to account and pay formed part of 
the consideration of the assigument, and was in 
effect an agreement to pay ata future time a sum 
to be determined by the number of articles made 
and sold. For the non-payment or other non- 
performance a forfeiture might be enforced, as for 
condition broken. But until it was enforced, the 
title granted remained in the assignees.” (Italics 
ours). 


A great number of similar decisions relating to sales 
and assignments of patents and other property, real 
and personal, might be cited to show that all such 
sales of goods at Orange are absolute sales, notwith- 
standing the price-cutting restriction. We agree that, 
in most cases, breaches of conditions subsequent will 
defeat a title already vested, and particularly where 
the terms of the contract provide for such a forfeiture. 
But these restrictions contain no such provision, and 
under these agreements there can be no such forfeiture 
or revesting of title. 

If a jobber buying goods at Orange agreed not to 
sell them at less than acertain price, the sale could be 
none the less complete because the agreement might be 
violated. A contract of sale is one thing, and the per- 
formance or violation of that coutract is quite another. 
And that the National Phonograph Company has re- 
served to itself a means for the punishment of such a 
violation, can render the contract neither more nor less 
complete, nor add to or diminish the effectiveness of 
the sale. 

In Hartmann vs. John D. Park & Sons Co., 145 
F. R., 358, Judge Cocuran repeatedly refers to sales of 
patented goods, coupled with such restrictions, as 
sales that are absolute and outright (/bid., 368, 369). 
And such, in effect, was the decision in Edison Phono- 
graph Company vs. Kaufmann, 105 F. R., 960. Judge 
AcHESON while saying that a violator of such restric- 
tions may be treated as an imringer, said nothing to 
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indicate that, because of such a restriction, the sale 
was made any the less complete. When, in saying that 


“The manufacturer * * * in selling 
* * * to jobbers ” 


and next that he who 
“ buys from jobbers with notice ” 


is bound by the restriction, he plainly implied that 
there had already been a sale , not that a sale might 
thereafter be consummated if the restriction were duly 
observed. 

In these cases, Judges ACHESON and COCHRAN were 
but giving recognition to the distinction between the 
condition subsequent and the condition precedent as 
that distinction had been drawn in Boesch vs. Graff, 
and in Littlefield vs. Perry (supra, pp. 109, 110). 

Clearly, by imposing these restrictions, the National 
Company did not constitute such jobbers and dealers 
as its agents ; nor did it thereby constitute itself either 
as a jobber or dealer, either in the State of New York 
or elsewhere; nor are these restrictions imposed 
more upon New York jobbers and dealers than upon 


others. The form of agreement is general, and the - 


restriction is made no more obligatory upon jobbers 
and dealers in one part of the United States than in 
another. 

But even if this restriction could affect the sales at 
Orange in any such manner as to render them incom- 
plete, the matter is one with which complainant can 
have no concern, for the restriction is based upon none 
of the Edison patents, or patents to which complain- 
ant’s license can possibly apply, since the Edison 
patents, to which complainant’s license might once 
have applied, have now expired in so far as they are 
used in the apparatus manufactured by the National 
Company (supra, pp. 70-74). The National Com 
pany, however, is licensee or owner of twenty-five or 
more patents of other inventors, for which, or for the 
manufacturing right under them, it has paid a large 
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price, and in which complainant has no conceivable in- 
terest (Dyer, affidavit, pp. 71, 75; Gilmore, pp. 92-95). 
It is under these patents alone that the restriction now 
and for more than two years last past has been im- 
posed (Gilmore, p. 101). As to these patents, it is for 
the National Company to do with them as it will ; 
and if it wished to do so it might grant an individual 
license under them to every man, woman and child in 
the State of New York without once trespassing upou 
complainant's rights. 


Offers to Sell Requiring Ratification by a Principal 
Do Not Constitute Sales. 


It is said that traveling salesmen sometimes pass 
through the State of New York, and that they receive 
orders for the goods of the National Company ; but, 
if so, such circumstance is of no weight to show, nor 
can it be shown, that the goods so ordered are in fact 
not sold at Orange, New Jersey. If, in the rare in- 
stances of this class, the agent had not authority to 
close the transaction, as we know to be the case 
(see Gilmore's affidavit, p. 100), and only received 
orders for goods, which were and had to be acted upon 
by the officials of the National Company at Orange, 
there could have been no sale in New York. As to 
this proposition the authorities are clear. 

-As is saidin Shuenfeldt e¢ a/. vs. Junkermann, 20 


F. R., 357, 360, 


“The rule is well settled that where orders are 
given for the purchase of goods to an agent who 
has not authority to sell, but which are forwarded 
to the principal for his approval, the contract is 
deemed to be mace at the place of approval.”  (Ital- 
ics ours.) 


In Mack vs. Lee, 13 R. I., 293, the proofs were that 
an 


“order for the whiskey was obtained by one Levy, « 
traveling agent for the plaintiff’, who visited the de - 
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fendant at his place of business in Woonsocket, hav- 
ing samples of liquor with him, and there solicited 
the order. There was also some evidence that Levy 
offered to sell the whiskey to the defendant, at Woon- 
socket, though the plaintiff and Levy also testified 
that Levy had no authority to negotiate sales for 
the plaintiff, but only to obtain orders, which the 
defendant [plaintiff] would fill or not according to 
his own judgment.” (Italics ours.) 


Upon this evidence, plaintiff was non-suited on the 
ground that an offer to sell whiskey in Rhode Island 
was unlawful and that plaintiff could not recover. The 


Appellate Court, however, reversed the decision of the. 


lower court on the ground that the sale had not been 
made in Rhode Island (Ibid, 294): 


“We think the Court erred. The sale was con- 
summated in New York when the plaintiff deliv- 
ered the whiskey there to the Stonington Line in 
execution of the defendant’s order. Schlesinger & 
Blumenthal v. Stratton, 9 R. 1., 578: The sale, 
therfore, independently of Levy's offer, if he made 
any offer, was clearly valid. In what way did 
Levy’s offer, make it invalid? If the offer was an 
offer to sell in New York, it was not a violation of 
cap. 508, § 18, for § 18 only prohibits an offer to 
sell by sample or otherwise when it is an offer to 
sell ‘in violation of the preceding sections ;’ 2. ¢., 
when it is an offer to sellin Rhode Island. But 
if the offer was an offer to sell in Rhode Island, 
then the offer was neither accepted by the defendant 
nor carried out by the plaintiff, for the order given 
by the defendant and executed by the plaintiff was 
an order for whiskey to be sold and delivered in 
New York, and we do not see, therefore, how the 
offer, though it in itself may have been criminal, 
can be held to have infected the sale with crim- 
inality or to have prejudiced the plaintiff’s right 
to recover on it. Exceptions sustained. (Italics 
ours.) 
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- See, also, Cyclopedia of Law and Procedure, Vol. 9, 
p- 670: 


“Where an offer is made in one State, and 
accepted by letter or telegraph in another, the 
contract is completed in the latter State by send- 
ing the letter or telegram.” * * * 

“A contract by a traveling agent which requires 
ratification by his principal is considered as made 
at the place where the ratification is given.” (Italics 
ours.) 

See, also, 

Perry vs. Mount Hope Iron Company, 15 
R. L., 380. 

Schlesinger e¢ al. vs. Stratton, 9 R. I., 578 

Taylor vs. Shipman, 33 Iowa, 19. 

Taylor vs. Pickett, 52 Iowa, 469. 


Obviously, there must have been an acceptance of 
all such orders by some one who was competent to 
know the financial standing of the purchaser, whether 
he was likely to pay for goods he had ordered, and 
whether he was in good standing as one who had ob- 
served the price restrictions imposed by the National 
Company. 

The proofs are (Gilmore’s affidavit, p. 100) that all 
sales are ratified at Orange, New Jersey, and nowhere 
else; and that no traveling agent or salesman is 
authorized to ratify offers to sell the goods of the Na- 
tional Phonograph Company either in the State of New 
York or elsewhere. 

But, if some such agent had been authorized to make 
such contracts, and there were proof of such authority, 
sales could not have been completed by him, for there 
yet remained that “ appropriation ” or apportionment 
of goods that is always required to complete a contract 
where goods sold are to be taken from stock (Benjamin 
on Sales, 7th Edition, pp. 329, 349). If the thing sold 
were a specific chattle, the rule would be otherwise, but 
where goods are in bulk or perhaps not manufactured, 
there can be no sale until “appropriation ” ; and doubt- 
less it was this consideration that induced Judge Coxz’s 
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9 holding that all goods shiped F.O. B. from Michigan 
. at the vendee’s risk and expense were sold in Michigan. 
Obviously, the wooden pipe there under consideration 
nd required apportionment from the manufacturer’s gen- 
ha eral stock. At any rate, Judge Coxe defined two classes 
ae of cases—one of infringement and one of non-infringe- 
ment—a:though he said the two classes were alike as 
res to the sending of price lists, correspondence, and other 
de acts of negotiation. 
ics 
The Place of Negotiations in Hobbie vs. Sinith— Price 
= Lists— The Sending of Letters and Payments by Check 
15 —The Place of Sale. 
™ In Hobbie vs. Smith, 27 F. R., 660, respecting the 
subject matter of this heading, Judge Coxe said : 
at “ As to some of the larger transactions, it can- 
to not be disputed that the agreement for the sale 
_— was made at Bay City, and that the de- 
nd livery upon the cars or boat at that 
jhe place was a delivery to the purchaser. 
naky In no two instances were the transactions pre- 
1 cisely similar ; but it may be said, generally, that, 
all _ in those cases where the parties have not already 
sre a full knowledge of the subject by reason of pre- 
is vious dealings, the first step was an in- 
THe quiry from the purchaser as to the 
ow quality of the pipe, the price, the rate 
of freight, ete. This was followed by a let- 
ke ter from the defendants inclosing a price-list, and 
ty, stating the proposed discount. Then followed an 
ire order for the pipe or casing. The order was ac- 
it { accepted, and the merchandise loaded upon the cars 
set or boat at Buy City. Jt was paid by check or draft 
‘in | mailed to the defendants” (Italics and black type 
ld ours). 
ot a ; 
d, And, following, Judge Coxr next refers to many in- 
an | .stances of sales to customers throughout the country 
2's | and finds that the sales were or were not made at Bay 
we 
eS 
al ; 
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City, Michigan, according as the goods were or were 
not delivered to the purchaser at Bay City (Jbid., 
661) : 


“ Where the pipe or casing was delivered to the 
carrier at Bay City for and on account of the 
vendee, there was a sale with no conditions. The 
minds of the parties met at Bay City, and the 
transaction was completed there. Nothing more 
was required. Zhe title passed when the goods 
were delivered to the carrier. The carrier was the 

‘agent of the vendee, and not of defendants. 
Where a contract is made for the purchase of 
goods, and nothing remains to be done by the ven- 
dor, the property passes immediately, so as to cast 
upon the vendee ail future risks. Had there been 
a condition precedent to be performed in the 
plaintiff’s territory, the rule would be otherwise ” 
(Italics ours). 


Upon a review of authorities, Judge Coxu finally 
says, of all these sales, that they were divisible into 
the two classes, as follows (/bid., 662) : 


** These authorities establish two propositions 
as applicable to the cause in hand: first, that 
where the delivery of the goods was made at Bay 
City, the venue of the sale must be held to be in 
Michigan ; and, secondly, where, by express agree- 
ment, the defendants contracted to convey the 
property to New York, Massachusetts, and West 
Virginia and there deliver it, the sale must be re- 
garded as consummated in the plaintiff's territory. 
For this infringement there can be little doubt as 
. § to the plaintiff's right to recover. 
~ * Regarding the remaining sales, the question 
is, can there be a recovery for pipe and casing sold 
at Bay City, the defendants knowing that it was to 
be used in the plaintiff’s territory? Upon this é 
proposition there may be room for discussion as to 
what the luw should be; there can be none as to 
what the law is.” (Italies ours.) 


— 
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The Contention in Hobbie vs. Jennison that the Sales 
Had Not, In Fact, Been Made at Bay City, the Same 
as Complainant's Contention in the Case at Bar. 


In Hobbie vs. Jennison, 40 F. R., 887, the action 
was for the same class of invasions, the defendant, Jen- 
nison, having been the business suecessor of the de- 
fendant, Smith, in Hobbie vs. Smith (supra, pp. 115, 
116). Butin the later case there had been no de- 
liveries except at Bay City, althougli as appears from 
the decision and the appeal report (149 U. S., 355), 
the plan of correspondence and negotiations, with pros- 
pective customers, had remained substantially un- 
changed (See Judge Brown’s findings, 149 U. S.. 356- 
358). And, as is shown by the statement of the case 
in the Supreme Court reports (149 U. S., 360), it was 
there most vigorously argued by complainant, much as 
it is now argued in the case at bar, that the sales had 
been made, not at the domicile of the manufacturer, 
but within complainant’s own territory : 


“ Actual sale, delivery and acceptance of the 
pipe at Bay City for general use, would be one 
thing; a form of delivery at Bay City with accept- 
ance at Hartford, aud knowledge and intent on 
the part of the seller that the sole use would be 
at Hartford, and shipments on that basis and un- 
derstanding as against the plaintiffs, in our view 
would not constitute a lawful sale of the pipe at 
Bay City. The transaction would be treated in the 
light of its purpose and effect as a raid or invasion 
on the plaintifis’ territory and an attempt to dis- 
place and intrude upon his rightful market. If the 
defendants sought protection in such a transaction 
through a mere arrangement that delivery should 
be on cars at Bay City, the shield would be 
unavailing. The law would stamp the transaction 
with its real attributes and deem it unlawful.” 
(Italics ours.) 


But Justice BuarcHrorD, in sustaining the decision 
of Judge Brown, said the sales, none the less, had 
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been made at Bay City, and that acts of infringement 
had not been shown (149 U. S., 362, 363) : 


“ The plaintiffs in error contend * * * that, 
in the case now before us, the lawfulness, as 
against the plaintiffs, of the alleged sale of the 
patented pipe by the defendant in the actual cir- 
cumstances of such sale, was contested, the claim ; 
of plain- [p. 263] tiffs being that such sale and the , ¥ 
shipment thereunder expressly for use within the 
territory of the plaintiffs, constituted an invasion of 
their rights and were unlawful as against the 
plaintiffs ; and that actual sale, delivery, and ae- 
ceptance of the pipe at Bay City for actual use 
would be one thing, but a form of delivery at Bay 
City, with on acceptance at Hartford, and knowl- 
edge and intention on the part of the defendcnt that 
the sole use would be at Hartford, and shipments 
on that basis and understanding, would not consti- 
tute a lawful sale of the pipe at Bay City, as 
against the plaintiffs. 4 

“ But we are of opinion that the case of Adams 

vw. Burke cannot be so limited; that the sale was a 
complete one at Bay City; and that neither the 
actual use of the pipes in Connecticut, or a knowl- 
edge on the part of the defendant that they were 
intended to be used there, can make him liable. 
Adams v. Burke, in the particular in question, is 
cited with approval by this court in Birdsedl v. 
Shaliol, 112 U.S., 485, 487; Wade v. Metculf, 129 
U. S., 202, 205; and Boesch v. Graff, 133 U. S., 
‘697, 703.” (Italics ours.) 


The Middlemen in Hobbie vs. Jennison Were as Much 
the Agents of the Michigan Munufacturer as are the 
Jobbers or Dealers the Agents of the National Company. 


In Hobbie vs. Jennison (40 F. R., 887), the Michi- > 4 
gan licensee and manufacturer (who was sued as 
sole defendant), had furnished a large amount of 
pipe for the installing of a steam supply sys- 
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t ‘tem at Hartford, Connecticut, which was sold 
through the agents or middlemen, Andrew Harvey & 
Son, of Detroit, who, in such transaction, were acting 
under a contract with defendant which gave them a 


Ms ¥ - commission of 10 per cent. “ wpon all pipes” that 
“ might be sold by or through them ( /did., p. 888), 
‘ ( | f “at the rate of $20 per M feet on the cars at Bay 
< | City.” 
e 
f And the question arose whether Harvey & Son were 
~~ not the agents of defendant, and whether, as such 
a agents, they had not invaded complainant’s territory. 
i But Judge Brown, in the lower court, specifically 
y found that Harvey & Son were not made the agents of 
- the Michigan manufacturer (the defendant) through 
iv such contract (149 U. S., 357, 5th finding) ; and in this 
# finding he was sustained by the Supreme Court (supra, 
is pp. 117, 118). 
- Obviously, if jobbers and dealers could be made the 

agents of the National Company by or through these 

3 Jobbers’ and Dealers’ agreements, Harvey & Son 
ey must have been made the agents of the Michigan 
e 


manufacturer through their contract with the latter 
for a ten per cent. commission on all piping 
which they might sell at twenty dollars per 
thousand feet. And it might well be said that Harvey 
& Son were the agents of Jennison & Co., even if 


Ss 
“ = agency could not be imputed to the jobbers and dealers 


of the National Company. It might well have been 
said that Jennison & Co. themselves, through Harvey 
& Son, had invaded plaintiff's territory. 
“Most of the piping furnished to the “ Hartford 
5 Steam Company” was through Harvey & Son, al- 
though a considerable quantity of it was directly 
furnished to such company through orders received 
from its secretary, Loomis. Clearly, Harvey & Son, 
4 if not agents of the Michigan manufacturer, were in 
close contractual relations with him ; and their acts 
and doings within the Connecticut territory must have 
been such as to have given color to the charge that 
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the sales were not made in Michigan but were virtually 
Connecticut transactions, and that the Michigan 
licensee had, in fact, through its agents, invaded the 
Connecticut territory. But, as already appears, upon 
this state of facts, the piping having been delivered at 
Bay City, Michigan, to the railroad—and to the latter 
as agent of the Connecticut Company—the sales were 
said, both by Judge Brown in the Circuit Court and by 
Justice BuarcHrorp in the Supreme Court, to have 
been lawfully made in Michigan, whatever the doings 
of TMarvey & Son, and whatever their relationship to 
the defendant. 

The broad rule adopted in this, and in the many 
other similar cases, unquestionably is that such sales 
have been completed only when the goods have been 
delivered, and that correspondence between the parties, 
and the sending of price lists and other evidences of 
negotiations preceding delivery, are not to be consid- 
ered as essential parts of the transaction. 


The Situs of a Contract Ls at the Place Where the 
Offer of one Party Is Accepted by the Other. 


But aside from delivery, if these were sales that 
might be completed by an order sent from 16 State 
and accepted in another, the venue or situs the con- 
tract would be in the State where the offer was ac- 
cepted. Such is the rule given in Cyclopedia of Law 
and Procedure (supra, p. 114), and in many other au- 
thorities. 

In Baum vs. Bircball, 150 Pa. State Rep., 164, 168, 
169, it is said : 


“ The same rule applies where the contract is 
made by correspondence through’ the mails or by 
telegraph. Tbus it was held that if one orders 
goods from another state by mail, which are sent 
by a carrier, the contract is made where the order 
is received [p. 169] and the goods delivered to the 
carrier for the buyer ; and the law of that state 

_ will govern the contract: Milliken v. Pratt, 125 
Mass., 374.” 
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«And such also is the decision U. S. vs. Shriver, 23 
F. B., 134, to which Judge Coxe refers in Hobbie vs. 
Smith, 27 F. R., 661. 


Jobbers and Dealers Make Only a Tradesman's 
Profit. 


By jobbers’ and dealers’ agreements, no man is given 
a selling right that is not open to all others (Gilmore, 
p- 98); nor, by the discounts therein specified, is he 
allowed more than a tradesman’s profit. The goods 
are sold at Orange, New Jersey, upon condition that 
the purchaser shall not resell them at less than a 
specified price; and, at Orange, the transaction begins 
and ends, except as the vendee violates the price re- 
striction. 

Any man, Mr. Gilmore says (D. R., p. 98), may 
become a jobber or dealer to handle the goods of the 
National Phonograph Company, regardless of locality 
or the proximity or number of other jobbers and deal- 
ers; and jobbers and dealers are allowed only such 
reasonable discounts upon the goods they buy as are 
allowed upon such similar articles of trade, as musical 
instruments, sporting goods, furniture, and a great vari- 
ety of other commodities (/bid., p. 104). And all orders 
for goods, he says, are accepted by the National Phono- 
graph Company, at Orange, New Jersey; and are ac 
cepted nowhere else (Gilmore, p. 100). Upon what 
ground the National Phonograph Company and pur- 
chasers of its goods may be characterized other- 
wise than as vendor and vendee, or upon what 
ground such a transaction may be characterized 
otherwise than as apurchase and sale which is con- 
summaied at Orange, New Jersey, we do not know. 
But if, heretofore, we have been accountable for 
acts of omission or commission by which these 
transactions may be characterized otherwise than 
as purchases and sales, it must yet be our privilege to 
so shape our acts and doings as to bring such sales 
within that rule of law by which a seller of goods is 
made a vendor and the buyer a vendee. In all of this, 
however, we believe we have already succeeded. If 
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the sales were lawfully made at Orange, we know that 
the knowledge of either the vendor or vendee that the 
goods might be resold in New York is of no moment; 
and we know that it is and has been the lawful privi- 
lege of the National Company to manufacture and sell 
its goods at Orange. Indeed, the only substantial 
question that can now arise, is whether, in these 
transactions, the ¢it/e in the goods sold doves pass at 
Orange. Clearly, the price-cutting restriction of the 
agreement can afford no impediment to the passing of 
title, nor could it, even if it contained a provision by 
which a purchaser's title might be divested by his 
violation of the agreement. 


The Business or Commercial Machine. 


Great stress is laid by complainant upon what is 
known as the commercial or business machine and its 
sale within the State of New York by agents of the 
National Phonograph Company (Andem’s aftidavit, pp. 
36-41, paragraphs 21-28, printed record). But, as Mr. 
Dyer says (his affidavit, p. 69), this machine is the old- 
est of all the Edison types, being the machine of 1888, 
except as it contains the insignificant improvements of 
the recent-date patents Nos. 604,740, 655,480 and re- 
issue 11,857, and as it has recently been improved in 
small particulars by other inventors than Mr. Edison, 
namely, by Mr. Peter Weber and Mr. Charles L. Hib- 
‘ bard. Among such improvements are the addition of 
a scale to indicate the position of the stylus on-the 
record, a bell to indicate when the end of the record is 
reached, etc. Moreover these machines, as Mr. Dyer 
says, are manufactured and sold only in very small 
quantities and are not even used in connection with 
- the molded record (Dyer, p. 69). 

Thus, Mr. Gilmore says (His affidavit, pp. 106, 107) : 


“The sales of these commercial phonographs 
have been relatively insignificant, compared with 
the bulk of the business done with the other 
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machines, such sales probably being less than one 
' per cent. of the whole. This particular branch of 
the National Company’s business is not profitable, 
and in all probability cannot be made profitable 
for several years to come, if at all. The business 
re _ is carried on actually at a loss instead of a profit ; 
' and the business is largely thus carried on to 
; gratify Mr. Edison’s desire to make the phono- 
graph a commercial device—a field which he has 
always believed it was destined to occupy. No 
manufactured records are used with the commer- 
7 cial phonographs. Instead of records, only 
blanks are used, on which the dictated matter 
is recorded and reproduced to the ear of the tran- 
scribing typewriter. 
“ T regard this particular branch of the National 
Phonograph Company’s business as being so un- 
~ important that, if necessary, it could easily be 
' given up entirely.” 


As to Edison’s patents used in the Commercial 
Machine, Mr. Dyer says (p. 70) : 


bs “ The only Edison inventions of patents now in 
existence, which are used in connection with this 
-commercial machine, are No. 604,740 (in the spring 
motor type), No. 655,480, and reissue No, 11,857, 
all of which: are for inventions of recent date; that 
is to say, inventions which were made by Mr. 

= Edison after the liquidation and dissolution of the 
North American Phonograph Company.” 


The two machines said by Andem to have 
been used by the National Phonograph 
w . Company in New York. 


Mr. Dyer says that two such machines have been 

. used by the National Company at a laboratory in New 
York City for the purpose of making certain original 

master records. But these machines with their acces- 


= sories contain no one invention of Mr. Edison’s exist- 
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ing patents. Dyer says they do not even contain the 
inventions of patents No. 604,740, No. 655,480 and 
reissue No. 11,857. 

As to these machines, Mr. Dyer says (p. 70) : 


“‘ Having reference to the statements made by 
Mr. Andem in the 29th paragraph of his affidavit, 
it is a fact that the National Phonograph Com- 
pany employs two recording machines at a labor- 
atory in New York City for the purpose of making 
certain original master records. There are only 
two phonographs used in New York for this pur- 
pose, both of which machines are ordinary 
‘Triumph’ phonographs equipped with the usual 
recording stylus. So far as these particular ma- 
chines are concerned, it isa fact that they embody 
the inventions of no patent now in force granted 
on inventions made by Mr. Edison. Nor have 
any machines been used in New York for this pur- 
pose since March 26, 1906, that have embodied 
the inventions of any existing Edison patents. 
Not even the inventions of patents No. 604,740, 
No. 655,480 and reissue No. 11,857, or any one of 
them, are used in connection with these tvo ma- 
chines. These machines include a recorder con- 
taining the invention of patent No. 790,542, granted 
to Peter Weber, May 23, 1905.” 


As to our methods of invasion, therefore, under com- 
plainant’s charges, they may be divided into three 
classes, as follows : 

(1) That the great bulk of the National Phonograph 
Company’s apparatus is and has been sold within the 
State of New York under the terms and conditions of 
certain jobbers’ and dealers’ agreements; and ‘that 
thereby such jobbers and dealers are to be regarded as 
the agents of the National Phonograph Company. But 
we say that this apparatus contains the invention of no 
living patent to which complainant's license can by 
any possibility apply. 

_ (2) That, within the State of New York, a few com- 
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mercial machines have been sold by the National 
Phonograph Company, through one of its agents, Mr. 
Fred C. White. But we also say of this machine that 
it contains the invention of no patent to which com- 
plainant’s license can apply. 

(3) That the National Company, for the making of 
certain original master records, is using, within the 
State of New York, two Edison phonographs. But we 
say that these machines are minus the inventions of all 
existing patents whatsoever, unless there be one 
recent-date patent which was granted May 23, 1905 
(No. 790,542), to P. Weber. (See Dyer’s affidavit, 
p. 70). 


The knowledge of a vendor that his goods 
will be taken into another’s territory, im- 
material; and it is equally immaterial 
that a dealer lawfuily buying goods of one 
territorial licensee knows of the exclusive 


‘rights of another licensee within whose 


territory he uses or sells such goods. 


When it was held in the Folding-Bed case that no 
substantial distinction could be drawn between the 
right to use and the right to sell goods, once lawfully 
purchased, within another’s territory ; and that it mat- 
tered not whether he who bought and transported such 
goods had knowledge of the rights of another; all of 
the preceding cases became authorities for the propo- 
sition that all such A:nowledge was equally immaterial 
in either case; that is to say, whether the exclusive 
rights of another, within whose territory the goods 
were to be used or sold, were known either to the 
vendor or to the purchaser of such goods. And, there- 
fore, in support of this general proposition, we may 
now look as well to Hobbie vs. Smith (27 F. R., 660), 
Hobbie vs. Jennison (40 F. R., 887), Hobbie vs. Jen- 
nison (149 U. S., 355), and to many others, as to the 
Folding-Bed case itself (157 U. S., 659). That is to 
say, these earlier cases in which it was said that 
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knowledge of the rights of others was immaterial 
where goods were used in a restricted territory, are 
now equally authorities for the proposition that the 
knowledge is immaterial even thongh it be known to 
the seller that the goods are to be resold in another's * ” 
~ S| territory “in the ordinary course of trade.” 
4 In Hobbie vs. Jennison (40 F. R., 887), decided by 
Justice Brown when a District Judge, this proposi- 
tion, that, in circumstances where the goods were to be 
used in another's territory, knowledge of another’s 
: exclusive rights is immaterial, is thus summarized in 
w q the syllabus : 


“ The sale of a patented article by an assignee 
of the patent within his own territory carries the 
right to use it within territory owned by another, 
though it be known to both parties that 
ause outside the vendor’s territory is 
intended.” (Black type ours.) 


And in the decision it is said (Zdid., 890) : 


“ The case, then, reduces itself to the simple 

~ question whether, conceding the sale to have 

‘ been made at Bay City, the defendant can 

be held as an infringer by reason of his 

knowledge that the property was to be 

used in a territory of which plaintiffs 
¥ held a monopoly.” (Black type ours.) 


And again, in considering Adams vs. Burke, one of 
the leading authorities upon the subject, Judge Brown, 
said (p. 891) : ‘ 


“If the sale had been made inno- 
cently, the importance of this fact 
would certainly uot have escaped the 
attention of the court and counsel; 
and we think we are bound to necept the case as , ! 
authority for the broad proposition that the sale 
of a patented article by an assignee within his 
own territory carries the right to use it every- 
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il where, notwithstanding the knowledge 
6 of both parties that a use outside of the 
‘e territory is intended. The case was fol- 
oy) lowed by Judge Coxe in Hobbie v. Smith, 27 Fed. 
UL -je Rep., 656, and by Judge Sawyer in McKay v. 
Wooster, 2 Sawy., 373.” (Black type ours.) 

d ; f . _ And in the appeal from Judge Brown’s decision in 
e Hobbie vs. Jennison, Justice Biarcarorp said (149 

‘8 U. S., 355, 363) : 
“ “ But we are of opinion that the case of Adams 
vs. Burke cannot be so limited ; that the sale was 
e a complete one at Bay City; and that neither 
r) the actual use of the pipes in Con- 
2 necticut, or a knowledge on the part of 
tL | the defendant that they were intended 
8 | to be used there, can make him liable” 

(Black type ours). 

And this statement was adopted by Justice Suiras in 
the Folding-Bed case, and there quoted with approval 

: ws (157 U. S., 666) : 
a “in Hobbie v. Jennison, 149 U.S., 355, it was 
. held that, as between assignees of different parts 
e of the territory, it is competent for one to 

s 


sell the patented articles to persons who 

_ . intend, with the knowledge of the ven- 
dor, to take them for use into the terri- 
tory of the other” (Black type ours). 


And Justice Surras further said (/bid, 666) : 


{ 
“ 
« 


“ Upon the doctrine of these cases we think it 
follows that one who buys patented arti- 

| cles of manufacture from one author- 
4 og ized to sell them becomes possessed of 
an absolute property in such articles, 
unrestricted in time or place” (Black 
type ours). 
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As to the exact meaning of the Folding-Bed case in 
this particular, there can be no question. In his dis- 
senting opinion, Justice Brown asked (157 U.S., 667) : 


“Whether a dealer in patented articles, 
doing business in Massachusetts, and knowing 
that the right to manufacture, use and 
sell such articles within that State 
belongs to another,” 


may purchase such articles in Michigan and sell them | 


in defiance of the rights of the Massachusetts licensee. 
Justice Brown even suid ( /bid, 672, 673) that 


“Under this rule a patentee may assign his 
right to make and sell the patented article in every 
state in the Union except his own; may there es- 
tablish a manufactory, and may, by his superior 
facilities, greater capital, more thorough knowl- 
jedge of the business, or extensive acquaintance, 
undersell his own licensees, drive them out of 
business and utterly destroy the value of their 
licenses.” 


Clearly, these unmistakable utterances are not con- 
senant with the cases which are now urge:| against us 
forbidding sales of phonographs in New York, however 
lawfully they may have been purchased at Orange, 
New Jersey. The Whitson case (supra, pp. 98-102) 
must have been decided in absolute disregard of these 
authorities ; for there it was said that any one who 
had bought the Edison patents, if with knowledge of 
the plaintiff's exclusive rights, would be held as an 
infringer. While in the Rahley case the Court went 
even further, for there it was flatly conceded by the 
plaintiff that the National Company was law- 
fully entitled to manufacture and sell its goods in 
the State of New Jersey; but, said the court, 
those buying snch goods in New Jersey, with knowl- 
edge of plaintiff's rights, would not be allowed to sell 
them within the territory of the Columbia Phonograph 
Company (supra, pp. 102-104). Likewise, in New York 
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Phonograph Company’ vs. Jones (123 F. R., 197), 
Judge Hazet said (p. 198) : 


“The knowledge which is charged to the defend- 
ant ef the contractual relations is the essence of 
the charge. Defendant's part is a scheme or plan 
to injure the complainant by wrongfully inducing 
Mr. Edison and the companies controlled by him 


to sell phonographs to the defendant is the spe- 


cific wrong for which redress is sought.” 


We say without reservation that, in the light of the 
authorities above cited, the courts in the cases of 
Whitson, Rahley and Jones must have been in error, 
for that knowledge on the part of the defendants which 
was taken as the gravamen of the bills in those cases 
was and could have been of no moment whatsoever to 
substantiate the charges of infringement, if, as was 
admitted in the Rahley case (supra, p. 102), the goods 
had been lawfully manufactured and bought in New 
Jersey. 

In the Rahley case the Court unquestionably as- 
sumed that the goods had been lawfully bought 
at Orange, New Jersey ; but that Rahley’s carrying 
of the goods into the territory of the Columbia Com- 
pavy was a violation of that company’s right. And 
why? Simply because Rahley knew of complainant’s 
rights. But is this finding consonant with the fore- 
going authorities, where it is held that all such know- 
edge is wholly immaterial, if the goods have ounce been 
lawfully bought ? 


Nor are those who sell patented articles 
in their own territory, or those who buy 
such articles and sell them within the ter- 
ritory of other licensees, contributory in- 
fringers, even though well knowing of the 
exclusive rights of those within whose terri- 
tory such articles are taken. 


Where several persons co-operate to commit an in- 
fringement, when the act of no one of them, by itself, 
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would constitute. an infringement, such acts are 
known as contributory infringements ; and such in- 
fringements are largely based upon intention and 
knowledge. Walker on Patents, 4th ed., Sees. 404- 
407, pp. 341, 346. But public policy having dictated 
the rule of Hobbie vs. Jennison (149 U. S., 355), and 
of the Folding Bed case (157 U. S., 659), the tendency 
has been to extend such rule rather than to restrict its 
effect ; or, at least, to avoid such applications of the 
doctrine of contributory infringements as might render 
it nugatory ; and to this end, Justice BLarcurorr, in 
Hobbie vs Jennison (149 U. S., 355), where the ques- 
tion was squarely raised, held that, in such cases, 
the doctrine of contributory infringement would 
not be applied. Clearly, if a licensee selling pat- 
ented articles in his own territory, knowing that 
they would be used or resold within the territory 
of another licensee could be constituted an infringer 
at all, because of such knowledge, his offense 
would be that of a contributory infringer ; and such 
seems to have been the view adopted at Circuit, in some 
of the earlier of these cases, as by Judge WaHreeLer in 
Hatch vs. Hall (30 F. R., 618, 615) ; and by Judge 
Brown in Hobbie vs. Jennison (40 F. R., 887, 890) ; 
but, in Hobbie vs. Jennison (149 U. 8., 355), Justice 
BuiarcHrorD, for the Supreme Court, plainly said that 
the charge of contributory infringement in this class of 
eases, could not be allowed ( /did., 363) : 


“ The authorities which are cited on the part of 
the plaintiffs, holding that where a person makes 
one element of a patented combination, with intent 
that other persons shall supply the other elements 
and thus complete the combination, he is guilty of 
infringement because he contributes to it, estab- 
lish a doctrine applicable to the case of a naked 
infringer. But in the present case, the defendant 
was not such an infringer, because he had a right 
under the patent to make, use, and vend the patented 
article in the State of Michigan, and the article was 
lawfully made and sold there” (Italies ours). 


~~ Raymond R, wile 


CC 21-3 


~ 


are 
in- 
and 
4 ~ 
ited 
alld 
ney 
its 
the 
ler 
, in 
108- 
ses, 
ald 
at- 
hat 
ory 
Wwrer 
‘hse 
uch 
me 

in 
dge 
0) 5 
tice 
hat 
sof 


~~ 
t of 
kes 
ent 
nts 


of 


131 


Justice BLATCHFOD’s meaning cannot be misunder- 
stood, for this statement immediately follows the pre- 
ceding statement, which, in effect, is that the pipe com- 
plained of had been sold by the Michigan manufacturer 
with full knowledge that it was to be laid and used 
within the terriotry of the Connecticut licensee (supra, 
pp- 117-120). 

Since none of the Edison Patents to which com- 
plainant’s license might apply are now used by the 
National Company, excepting one or more of the process 
class, the foregoing discussion is of importance only in 
that relation. But as to such process patents and the 
goods made under them at Orange, New Jersey, and 
there sold, the discussion is important since it adds a 
conclusive defense to the one already advanced (supra, 
pp. 57, 58), namely,that process patents are not infringed 
by the use or sale of the apparatus so manufactured. 


This not a case where a stranger has 
interfered in a contract between two par- 
ties and induced one of them to break the 
contract to the injury of the other—The 
Siegel-Cooper case. 


In one aspect of this motion, the charge is 

(1) That the National Phonogrnph Company, being 
the successor of the North American Phonograph 
Company, is in contractural relations with complain- 
ant, and , 

(2) That the jobbers and dealers of the National 
Phonograph Company, as intermeddling third parties, 
have induced the National Phonograph Company to 
violate its contract, and 

(3) That under numerous authorities, such jobbers 
and dealers, and the National Company as well, may be 
restrained from their further wrongdoing and punished 
for their acts of the past. 

But we shall now show that jobbers and dealers who 
purchase goods at Orange, New Jersey, are amenable 
to no such rule; and that the courts have specifically 
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held that such rule is not applicable to cases where a 
stranger has bought goods of one who might lawfully 
sell them. 

It is a broad rule that a stranger to a contract may 
not aid or abet a party to such contract in.its viola- 
tion ; that he may be restrained from such acts ; and 
that he may be compelled to make restitution for the 
injury done. 

Thus, in Standard Fashion Co. ys. Siegel-Cooper 
Co., 30 App. Div., 564, case much relied upon by 
plaintiff in these suits, it is said (pp. 572, 573) : 


“As to the defendant, the Butterick Company, 
which separately demurs, the complaint alleges 
in substance that, with knowledge of the existence 
of the contract between the plaintiff and the 
Siegel-Cooper Company it induced the Siegel- 
Cooper Company to break its agreement with the 
plaintiff, and promised to save such company 
harmless because of such breach, and further 
agreed to defend at its own cost and expense any 
action that might be bronght against that company 
because of the breach. To permit the Butterick 
Company upon the facts alleged to obtain a benefit 
would be to allow it to profit by its own wrong. 
In New York Bank Note Comwany v. Hamilton 
Bank Note, etc., Company (28 App. Div., 411). this 
court decided that, where there was an exclusive 
contract between the plaintiff and one defendant, 
the plaintiff, as against tke other defendant, 
who, with notice of the plaintiff’s rights had 
contracted with its co-defendant, was entitled to 
relief upon the ground, not of any contractual re- 
lation, but that such other defendant had engaged 
knowingly in a plan or contract to wrong and 
injure the plaintiff.” 


And such was Heath vs. American Book Co., 97 
F. R., 533, where the defendant had knowingly induced 
a school book board to purchase books from him and 
to discard those of the plaintiff, which, by contract, 


Me 


RGAE GE RIOR OE Ny RE ce ERE Be EN I A ae a a Reale 


PREC tere gene 


133 } 


” such board was obligated to take; and such also was 
the case of Lumley vs. Gye, 2 El. and BI., 216, where 
a singer had been maliciously induced by defendant 
to break her contract with another. And in Angle vs. 
Chicago, etc., R.. 151 U.S., 1, where a plaintiff had 
been prevented from completing a contract by the 
~ bribing of its officers by defendant, it was said that 


(p. 13), 


“Tt has been repeatedly held that if one ma- 

liciously interferes in a contract between two par- 

ties, and induces one of them to break that con- 

~ tract, to the injury of the other, the party injured 
can maintain an action against the wrongdoer.” | 
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And here the Supreme Court instances and reviews 

; : many cases in support of the rule. 

) Within this class of cases, Wells & Richardson vs. 

Abraham e¢ a/. (146 F. R., 190), is one of the most in- 

; structive, since while citing many cases in support of 

the general rule, Judge THomas cites others to show 

P its limitations ; and particularly to show that the rule 

' presupposes the inducing of an unlawful act, and is 

never applicable to cases where a party to a contract 

has been induced to an act that, in itself, is noé un- 

lawful. 

And the first of the authorities to which he points in i 

noting this limitation is the Folding-Bed case ; and, i 

with the Folding-Bed case, he cites others where, in 

~ the facts presented, there had been no contract ; that 

is to say, cases where the defendant had bought goods, 

but not of those having contractual relations with the 
plaintiff. See Wells & Richardson vs. Abraham ef al., j 
146 F. R., 196 : 


” “The case at bar must be carefully 
distinguished from cases where the pur- j 
b chase is from one who hasa right to 
sell to the purchaser. Such was Keeler 
v. Standard Folding Bed Co., 157 U.S., 
660, 15 Sup. Ct., 738, 39 L. Ed., 848. 
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Cases must also be differentiated where the facts 
do not even show a contract. (Italics ours.) Such 
was Bobbs-Merrill Co. v. Straus (C. C.), 139 Fed., 
155. In Garst v. Hall & Lyon Co., 179 Mass., 
588, 61 N. E., 219, 55 L. R. A., 631, it is said: 

“* It is not averred that the defendant ever made 
any contract or ugreement with the plaintiff, or had 
any dealings with him. No fraudulent act or con- 
duct of the defendant in obtaining the medicine is 
set ont, although the word “ fraudulently ” is used 
in characterizing his acts. This word adds nothing 
to the averments of fact in the bill. The state- 
ment of the alleged fraud is too general to be the 
foundation of a decree. Nichols vy. Rogers, 139 
Mass., 146, 29 N. E., 377; Nye v. Storer, 168 
Mass., 53, 46 N. E., 402. The averments of the 
bill in this particular would be entirely satisfied 
by showing a purchase of the medicine by the de- 
fendant from a person who bought it of the 
plaintiff's vendee, or from one who bought it of a 
purchaser from the vendee. The agreed state- 
ment of facts shows that the defendant obtained 
itin this way: The defendant did not buy the 
medicine of the firm of wholesalers who received it 
from the plaintiff, and who agreed to sell it subject 
to the above conditions, but bought it of a person 
who bought either from this firm, or from a pur- 
chaser from this firm.” (Italics and black type 
ours.) 


In Wells & Richardson vs. Abraham, the complain- 
ant was a manufacturer of a proprietary medicine which 
he sold only under contracts binding wholesale dealers 
not to sell to retail dealers at less than a definite price, 
and only to retail dealers who were willing to make 
contracts with complainant agreeing upon a definite 
price at which the medicine should be sold to con- 
sumers. The defendant had entered into no such con- 
tract, nevertheless he was restrained from inducing 
others who were parties to such contracts from violating 
them, by selling to him at a reduced price. 
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Judge Tuomas, while referring to the Folding Bed 
case, undoubtedly understood that the law once was, 
that as between different territorial licensees, there 
existed, or was supposed to have existed, by implica- 
tion or otherwise, some contractual relationship, and 
that in the early cases of this class, the rights of the 
different licensees had been acquired upon a supposi- 
tion that each license carried an implied undertaking 
that one licensee should not invade or aid in the inva- 
sion of the territory of the others; but, under the 
Folding Bed decision, Judge THomas evidently realized 
that such licenses must be ineffective to exclude goods 
from the territory of another licensee so long as such 
goods had once been lawfully purchased ; and that 
the Folding Bed decision was a ruling that, in the 
absence of a special covenant to that effect, no such 
contractual relationship could exist between terri- 
torial licensees. , 

Judge Tuomas cites only the Folding Bed decision, 
but for the purposes of his illustration, after the date 
of that decision, he might equally have cited 

Adams ys. Burke, 1 Fed., Cas. No. 50. 

Adams vs. Burke, 17 Wall., 453. 

Hobbie vs. Jennison, 40 F. R., 881. 

Hobbie vs. Jennison, 149 U. S., 355. 

Hobbie vs. Smith, 27 F. R., 656. 

Hatch vs. Adams, 22 F. R., 434. 

Hatch vs. Hall, 30 F. R., 613. 

Standard Folding Bed Co. vs. Keeler, 37 
F. R., 963. 

California Electrical Works vs. Finck, 47 
F. R., 583. 


The Folding Bed case announced no new principle of 
law. It merely cut off the limitation that the Circuit 
Courts had imposed against purchases of goods, while 
trying to distinguish between the right to use and 
the right to sell; the Supreme Court merely said 
that in such cases no substantial distinction between 
the right to use and the right to se// was to be made. 

According to the many older decisions, if jobbers 
and dealers had purchased phonographs at Orange, 
merely for use in New York and not for sale, such 
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sales would have been regarded as lawful; and a 
foundation for Judge Tuomas’ exception would have 
been found in all such cases since Adams vs. Burke, 
in 1873. 


The Case of Jackson vs. Vaughan. 


A case, however, more instructive than all of the others 
to show that the doctrine of Siegel-Cooper can have no 
application to prevent the sale of apparatus within a 
restricted territory, so long as it has once been law- 
fully bought, is found in Jackson vs. Vaughan, 73 F. 
R., 837 (1896). Here, upon a review of the Folding- 
Bed case, and Hobbie vs. Jennison, 149, U. S., 355, 
Judge Morrow said the entire preceding line of Cireuit 
Court decisions, in so far as they were authority for a 
distinction between the right to use and the right to 
sell in the ordinary course of trade, had been reversed 
and set aside (73 F. R., 839). 

In Jackson vs. Vaughan, Myers & Brothers, the 
licensees for all that territory east of the Rocky 
Mountains, in obtaining a license to make, use and 
sell patented hay forks, had expressly covenanted 
not to allow the patented articles to be either directly 
or indirectly sold west of the Rocky Mountains; yet 
it was held by Judge Morrow that notwithstanding 
such contract, articles bought of the licensee, with full 
knowledge of such contract, might be sold within the 
restricted territory “in the ordinary course of trade.” 

The license of Myers & Brothers contained the fol- 
lowing covenant (73 F. R., 838) : 


“We further agree that we will not, directly or 
indirectly, permit any of said horse hayforks made 
by us to be sold west of a line drawn north and 
south along the western margin of the great Salt 
Lake Valley, and extending from thence north and 
south across the territory of the United States. 
We further agree to abandon all agencies for 
the sale of horse hayforks manufactured by us 
west of the line last above described.” (Italics 
ours.) 
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Vaughan, the defendant, had beught the patented 
hayforks not directly from Myers & Brothers, but 
through the Deere Implement Company, of Moline, 
Tllinois ; but this circumstance seems to have had no 
weight with the court. The Court (Jbid., 842), after 
reviewing the following part of the Folding Bed de- 
cision, to wit, 


“Whether a patentee may protect himself and 
his assignees by a special contract brought home 
to the purchasers is not a question before us, and 
upon which we express no opinion. It is, how- 
ever, obvious that such a question would arise as 
a question of contract, and not as one under the 
inherent meaning and effect of the patent laws,” 


said that, without undertaking to say just what was 
meant by this reservation, it would, however, say, that, 
in view of the unmistakable language of the decision, 
the contract between Jackson, the patentee, and Myers 
& Bros. could be given no such effect as to prevent 
purchasers of articles from Myers & Bros. from selling 
such articles within the reserved territory west of the 
Rocky Mountains. 

The court recognized that, as between Myers & 
Brothers and the patentee, there existed a binding 
contract, and that the covenant above cited might have 
been enforced against the licensee, in an action on 
contract. But the respondent, Vaughan, the court 
said, was a total stranger to any such contract between 
the patentee and Myers & Brothers, and tliat, as 
against Vaughan, it was wholly inoperative ; and that 
he could not be affected by it, whatever his knowledge 
of its terms and covenants (Lbid., 848) : 


“He was a perfect stranger to any contractual 
relation that existed between the patentee and his 
licensees. It was not binding on him, or any 
other purchaser not a party to the contract. It is 
a rule of the law of contracts, so elementary that 
it need hardly be stated, that one not a party to a 
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contract is not bound by it, or his legal rights 
affected thereby to his prejudice. Conceding that, 
in the case at bar, the terms of the ‘special con- 
tract’ between the patentee, Jackson, and his licen- 
sees, Myers & Bros. had been ‘brought home’ to 
the respondent—that is, that he knew of the agree- 
ment by Myers & Bros. not to permit hayforks to 
be sold west of the Rocky Mountains,—it is difi- 
cult to see how that knowledge could impair his 
right to purchase from the licensees within their 
territory, or affect his absolute right of property in 
the vended articles, unrestricted in time or place. 
No consideration passed from him that he would 
refrain from purchasing articles east of the 
Rocky Mountains from F. E. Myers & Bros. 
or that, having purchased such articles, he 
would not sell them in the ordinary course 
of trade; and his knowledge of the terms of the 
license did not render him subject thereto. The 
case might be different had the respondent know- 
ingly purchased from some one who had no 
authority to sell, and the patentee thus been de- 
frauded of his royalty. But such is not the case 
here. Vaughan purchased the horse hayforks at 
Ashland, State of Ohio, from Myers & Bros., who 
undeniably, had the authority to sell east of the 
Rocky Mountains. Having purchased them, he 
obtained an absolute property in them, ‘ unre- 
stricted in time or place. McKay v. Wooster, 
2 Sawy., 373, Fed. Cas. No. 8847, and cases cited 
supra. He had the right to put them to any use, 
or dispose of them as he saw fit. The patentee 
could not complain. The forks had, by the sale 
from the authorized licensee east of the Rocky 
Mountains, passed outside of the monopoly. The 
object of the patent laws, and the protection 
afforded the patentee by them, had, so far as 
these particular horse hay forks were concerned, 
been attained and consummated. The patentee 
had received the royalty through his licensees. 
If the doctrine, repeatedly enunciated by the 
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Supreme Court, that the sale of a patented 
article takes it out of the monopoly, is to obtain 
at all, itis certainly applicable to this case” (Ital- 
ics ours). 


In other words, under the Folding-Bed decision, 
Judge Morrow held that the covenant of the contract 
between Myers & Brothers, the licensees, and Jack- 
son, the patentee, could control only the conduct of 
Myers & Brothers ; and that it could not control or 
limit the rights of Vaughan, the purchaser, who was a 
stranger to such contract, particularly since, under the 
Folding-Bed decision, all such articles had been eman- 
cipated from the patent monopoly and might there- 
after be freely sold within the United States. Here, 
clearly, the doctrine of Siegel-Cooper, ordinarily ap- 
plicable to a stranger to a contract, would not be 
applied. Nor in this case, are we obliged to look for 


an implied negative covenant: The license conspicu- 


ously contained an express negative covenant, which, 
although obviously binding upon the licensee, the 
court said, was absolutely ineffective as to a stranger. 

If Jackson vs. Vaughan may be accepted as an 
authority at all, no jobber can be a wrongdoer by pur- 
chasing at Orange, New Jersey, phonographs of the 
National Phonograph Company, assuming that the 
latter may lawfully sell its goods in the State of New 
Jersey, as was found in the Raleigh case by the Circuit 
Court of Appeals for the Fourth Circuit (supra, 
p- 102). Let it be supposed that Myers & Brothers 
had been licensed to handle phonographs instead of 
horse hay-forks east of the Rocky Mountains, and that 
Myers & Brothers had sold phonographs in such terri- 
tory to a jobber, and that such jobber had taken such 
goods to California and had there sold them, as he 
now sells, in New York, phonographs that were bought 
of the National Phonograph Company in New Jersey ; 
obviously, in that state of facts, such jobber might 
lawfully sell phonographs in California as Vaughan 
was allowed to there sell horse hay-forks. 
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Judge Tuomas, in finding in Wells & Richardson vs. 
Abraham e¢ al. (supra, p. ) that the Siegel 
Cooper doctrine could not be applied in cases 


“ where the purchase is from one who has a right 
to sell to the purchaser,” 


merely adopted Judge Morrow’s interpretation of the 
Folding-Bed case. 

In the Folding-Bed case (157 U.S., 666) Justice 
Sureas as much as said that it was an open question 
whether a patentee might 


““ protect himself and his assignees by special 
contracts brought home to the purchasers ; ” 


but, if Jackson vs. Vaughan and Wells & Richardson 
vs. Abraham are to be regarded as authorities, it would 
not be possible for a patentee to so protect himself 
and his assignees, for nothing whatever is found in 
these decisions to show that a purchaser’s knowledge 
of a licensee’s title involves any such negative covenant 
as could preclude him from selling such articles within 
the restricted territory so long as they had once been 
lawfully bought—that is to say, bought of one by 
whom they might have been lawfully sold. As was 
said of the alleged infringing dealer in Jackson vs. 
Vaughan (supra, p. 133), 


“his knowledge of the terms of the license did not 
render him subject thereto.” 


No implied negative covenant, such as Judge Gray 
imagined in the New England case (supra, pp. 92-94), 
could have any such binding force as had the express 
negative covenant of Jackson vs. Vaughan (supra, p. 
136) ; yet that covenant was held to have no force 
whatever as against Vaughan, who, in that case, was 
the supposed jobber of the case at bar. 

’ Obviously this rule of law was dictated by necessi- 
ties of public policy, and doubtless in many cases it 
has been productive of hardship to territorial licensees ; 
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but whatever the justice or injustice of such a rule, or 
whatever the hardship arising from it, it has been 
firmly established. Judge Coxe, in Hobbie vs. Smith 
(27 F. R., 656, 662), said : 


‘‘ Upon this proposition there may be 
room for discussion as to what the law 
should be; there can be none as to what 

‘the law is.” (Black type ours.) 


In short, the U.S. Supreme Court has said that 
goods lawfully bought from one licensee may be law- 
fully taken into another’s territory and there lawfully 
sold; and that it matters not how much or how little 
the one purchasing and transporting the goods may 
know of another’s contract who has bound himself 
against such a trespass. In all of these questions there 
can be only the one inquiry—whether tribute to the 
patent has once been paid (157 U.S., 664). 

If, by some fiction of law, notwithstanding Wells & 
Richardson vs. Abraham and Jackson ys. Vaughan, 
the National Phonograph Company might be held 
responsible for selling goods, at Orange, knowing that 
they might be resold in New York; these cases 
are, nevertheless, undoubted authorities to show that 
jobbers and dealers who buy of the National Company 
can be held neither as strangers who have induced 
another to break his contract, nor even as infringers of 
complainant’s patent rights. 

Contractually, these jobbers and dealers have no re- 
lations with complainant, near or remote; nor have 
they bought goods of those who are in contractual re- 
lations with complainant; but if they had, would they 
have exceeded their lawful rights under these authori- 
ties ? 

It may be said that the National Phonograph Com- 
pany bought the Edison patents minus such rights as 
complainant owned, and that the title of the National 
Company was diminished to that extent ; and that if it 
trespassed upon complainant's rights at all, the tres- 
pass would be the infringement of a patent right. But 


142 


by manufactuying and selling at Orange, New Jersey 
as we have now seen, the National Company did no more 
than it might lawfully do; nor, under Hobbie vs. Jen- 
nison, the Folding-Bed case, and other authorities, has 
it exceeded its rights by selling to jobbers and deal- 
ers, even though it knew the goods would be brought 
to New York. 


The National Phonograph Company not 
the successor of the North American 
Phonograph Company. 


Since complainanut’s injunction is against a violation 
of its so-called contract rights, the scope and effect of 
snch injunction can only be determined by first ascer- 
taining what those contract rights are. And, to this 
end, we must determine whether the National Com- 
pany, as purchaser of the North American assets, merely 
bought the Edison patents minus such rights as had 
been vested in the New York Phonograph Company 
by the North American Company ; or, whether the 
National Company, by its purchase of such assets, 
succeeded to obligations and responsibilities that were 
far greater, and thereby became the successor of the 
North American Company to the extent that it became 
bound to perform every promise which the North 
American Company would have been required to 
keep if the latter had .emained solvent and 
had continued to be the proprietor of the 
phonograph business. 

As to the issnes of the case, there can be no doubt 
as to complainant’s attitude. Throughout the motion 
papers, the successorship of the National Phonograph 
Company is plainly alleged. In its petition com- 
plainant says (2d paragraph, p. 4, complt.’s printed 
record). 


* * * «That the sole and exclusive right of 
the complainant to sell, use, license for use, cause 
to be sold and cause to be used phonographs and 
supplies therefor, within the State of New York, 
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was fully recognized and respected by the North 
American Phonograph Company, the predecessor 
of the defendant Natiwnal Phonograph Company, 
and by all the other defendants above named, 
until in or about the year 1896.” 


See, also, the affidavit of Mr. Hicks to the same effect 
(Hicks’ aftidavit, p. 96, complt.’s printed record) : 


* * * «Tt isthe National Phonograph Com- 
pany which the court held was the successor of 
the North American Phonograph Company bound 
by the covenants and obligations of the North 
American Phonograph Company that continues to 
do, within the State of New York, the business in 
phonographs and supplies therefor which this suit 
was prosecuted, for over five years, to enjoin and 
restrain, and which the court did finally enjoin 
and restrain.” * * * 


We, deny, however, that the National Company be- 
came the successor of the North American Company 
to any such extent as is here implied. Nor, as we 
shall presently show, do we believe it to have 
been Judge Hazew’s view, or certainly not at the 
time of second opinion, that any such successors 
ship existed. 

Incidentally, we have already touched upon this 
inquiry while attempting to show that a negative 
covenant is never created against the grantor of 
a patent right merely because such grantor may 
have been the seller of a part or the whole of such 
right; but we shall now show that, for other reasons, 
no such successorship could have been created 
against the National Company; and that the only 
obligation assumed by the National Company, as pur- 
chaser of the North American assets, was to not in- 
fringe such rights, under the Edison patents, as had 
been previously granted to the New York Company. 

In the Whitson case, Judge Morris of the Cireuit 
Court of Appeals, evidently doubted the possibility of 
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any such successorship ; or, at least such is the impli- 
cation from his decision, where he said (18 App, D. C., 
565, 572) : 


“Tt can make no difference in this regard that 
the North American Phor.ograph Company became 
insolvent, and is extinct or moribund, or has 
passed into innocuous desuetude, and that its 
assets have gone into other hands. Nor 2s it.of any 
consequence whether the National Phonograph Com- 
pany is, or is not, to be regarded as the successor 
in law, if such it can be, of the North 
American Phonograph Company.” (Italics and 
black type ours.) 


Under the New York Bank Note Case, Defendant 
Could Not Llave Been Made the North American Com- 
pany’s Successor. 


New York Bank Note Co. vs. Hamilton Bank Note 
Co. (83 Hun, 593; 28 App. Div., 411), has often been 
referred to by complainant as authority to the proposi- 
tion that the contractual obligations, executory or 
otherwise, of a corporation, upon its dissolution will 
follow the assets into the hands of the successor; and 
that successorship is thus created. But ti:s case is of 
no weight whatsoever to show that the National Com- 
pauy became the successor of the North American 
Company. On the contrary, in so far as this case is 
an authority at all, it is an authority for all 
that we are here contending, namely, that such a 
successorship will always devolye upon a new cor- 
poration where there has been a voluntary dissolution 
of the old, but that there can be no such successorship 
if the dissolution of the old corporation has been 
brought about by insolvency and its forced liquida- 
tion. In the Bank Note case, the dissolution was con- 
spicuously voluntary. As appears from the decision 
in the Appellate Division (28 App. Div., 411, 420-423), 
a new corporation had been formed to take over the 
assets, charter rights and business of the old com- 
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pany; and insolvency was there a matter not even 
remotely entering into the case. See the following (28 
App. Div., 420-423) : 


“ Technically the new company was a distinct 
legal entity from the old; but to all intents and 
purposes it was the same concern. * * * The 
new company had the same assets as the old, the 
same business, and, so far as appears, the same 
charter rights. To hold that it was ‘an assignee’ 
of the contract * * * is to regard form and 
disregard substance. In the absence of special 
circumstances there should, we think, be no hesi- 
tation in holding that the reorganization of a cor- 
poration does not prevent the new company from 


succeeding to the rights and liabilities arising un-' 


der contracts of the old.” 


In this case it was not a question whether the 
next company must be the suecessor of the old; 
the chief question was whether parties who had 
contracted with the old corporation would be com- 
pelled to accept the new company in that capacity. 
In the Appellate Division it was so held. But this 
view of the law was not accepted by the Court of Ap- 
peals, it there having been held that even though there 
were the same assets, the same business, and the same 
charter rights, the contracting parties were under no 
obligation to accept the responsibility of the new com- 
pany for that of the old (180 N. Y., 292, 293) : 


“From this we wholly dissent. The plaintiff 
(New York Bank Note Company of West Virginia) 
was not only technically, but substautially, a dif- 
ferent entity from its predecessor.: It is true 
that, in dealing with corporations, a party cannot 
rely on what may be termed the human equation 
in the company ; the personnel of the stockholders 
and officers of the company may entirely change. 
But, though there is no personal or human equa- 
tion in the management of the corporation, there 
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is a legal question, which may be of the utmost 
importance to parties contracting with it. In 
dealing with natural persons in matters of trust 
and confidence, personal character is or may be a 
dominant factor. In similar transactions with a 
corporation, a substitute for personal character is 
the charter rights of the corporation ; the limits 
placed on its power, especially to incur debt; the 
statutory liability of its officers and stockholders.” 


Even if the National Phonograph Company had 
bought the assets of the North American Company as 
_& going concern, no such successorship would have 
been possible; but the National Company never in- 
tended to thus obligate itself, nor was it necessary, 
either upon principle or reason, that it should do so. 
The National Company simply intended to buy so 
much as the receiver of the North American Company 
had to sell; and it supposed it mightdo so. And hav- 
ing paid for the assets such price as they would bring 
in the open market, it was naturally assumed that they 
might be enjoyed by the National Company, as they 
might have been enjoyed by any other purchaser. 

No one ever undertook to constitute the National 
Company the successor of the North American Com- 
pany. It was not organized for that purpose ; nor did 
the receiver, in selling the North American Company’s 
assets, attempt to impose any such condition. 


Parties contracting with corporations 
have recourse only to the assets in case of 
the latters’ insolvency and dissolution. 


Claims Arising Under Executory Contracts are 
Wholly Discharged by the Dissolution of an Insolvent 
Corporation. 


In no view of the case will complainant’s vague sug- 
gestions of successorship arising from the National 
Company’s purchase of the North American assets 
bear investigation. Whenua corporation becomes in- 
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solvent and is dissolved by operation of law, and its 
assets are sold, there is then remaining only the fund 
derivable from such sale, and there is nothing else to 
which its creditors or other claimants may have re- 
course. Of course, such a sale might be attacked on 
the ground of fraud, or the stockholders might be 
called upon for contributions. But this is not a suit 
to set aside a sale on that ground or for other cause. 
Obviously, complainant wishes the sale to stand, since 
the National Company is a thrifty mark for prosecu- 
tion. Nor is this a suit against the stockholders of the 
North American Company. . 

If the claim were a debt which had accrued or were 
yet to mature, we know that it wonld become a charge 
upon the assets of the dissolved company or upon the 
proceeds of those assets; and that such assets would 
remain in the receiver’s hands as a trust fund for the 
discharge of such obligations (People vs. National 
Trust Company, 82 N. Y., 283, 287); but if the claim 
were one arising from an executory contract, similar to 
most of the provisions of complainant’s license, such 
claim would be wholly discharged with the corpora- 
tion’s dissolution (People vs. Globe Insurance Com- 
pany, 91 N. Y., 174, 180). 

The creditor’s claim is paramount to all others; but 
under no circumstances can such an obligation survive 
the dissolution of an insolvent corporation except as 
it may be allowed to share in the fund that is derivable 
from the company’s assets. And this obvious truth 
leads to the unmistakable conclusion that it is always 
the imperative duty of the Court and of the Receiver, 
by whom such assets are sold, to obtain for them the 
largest possible price, and to apportion such price 
among those who are entitled to share in the dis- 
tribution ; and this done, the defunct corporation is 
absolved, except as the stockholders may yet be called 
upon for contributions. 

In winding up the affairs of an insolvent corporaticn, 
the obligations to creditors are sacred : 


“A receiver is not bound to carry out the 
executory contracts of .the corporation, but he 
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may disregard them (Beach, Rec. § 328). The 
power to adopt or reject the defendant's contract, 
to accept those which are of advantage to the 
trust estate, and reject the burdensome ones, is 
restricted to the receiver. The rule is not 
reciprocal, hence it is called ‘anomalous.’ Section 
cited” (Griffith vs. Boom & Lumber Co., 46 W. 
Va., 62). 


And a receiver ‘may reject unexpired leases made 
to a corporation where such course is demanded iu 
the best interest of the creditors (see Cyclopedia of 
Law & Procedure, Vol. 10, p. 1313) : 


“ Neither the receiver of a dissolved corporation 
appointed to wind up its affairs nor its assignee 
in bankruptcy is bound to accept onerous prop- 
erty, because this would be in violation of the 
rights of creditors. He is not therefore bound, if 
to do so will be prejudicial to the interest of the 
creditors, to comply with the covenants of a lease 
made to the corporation by paying rent in full; 
but he may allow the lease to be forfeited, and 
allow the lessor to intervene pro interesse suo 
to recover his distributive share of any rents 
accruing prior to the date of the forfeiture.” 


It would be preposterous to assume that the highest 
bidder who had purchased the assets of an insolvent 
corporation might be expected to gratuitously add 
some service or further consideration to the price of 
his bid for the further benefit of the company’s claim- 
ants ; yet this is virtually the contention of complain- 
ant when it suggests that, in this instance, the buyer 
must have taken his purchase subject to the conditions 
as to how and where the property might be used. Of 
course, the imposing of such conditions upon a sale 
would stand in the way of obtaining the best possible 
price, and for that reason such conditions could not be 
imposed, unless the interests of the creditors were 
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wholly ignored. And if such conditions could not be 
imposed by the court or the receiver, is it any more to 
be assumed that aiter assets have been sold for the 
best obtainable price, the buyer may be told that he 
has made his purchase, not precisely as he had bar- 
gained, but that he must now consider himself some- 
body’s successor ? 
Claimants have sometimes attempted to look further 
than to the assets of a corporation after its dissolu- 
tion ; but the rule applicable to such cases, if it is 
‘fairly stated in Boone on Corporations (Sec. 209, pp. 
300, 301), allows no such recourse : 


“The existence of the private contracts of a 
corporation does not force upon it a perpetuity of 
existence. Parties must be presumed to under- 
stand the nature and incidents of such a body 
politic, and to contract with reference tothem. A 
dissolution, asa general rule, operates 
to rescind all existing contracts entered 
into by or with the corporation, and no 
further rights can be acquired by or 
against it. But parties affected by the rescis- 
sion of contracts consequent to dissolution are 
entitled to damages for the breach, and may en- 
force them against the assets. And nothing short 
of actual dissolution will justify the nonfulfillment 
by a part of a contract made with a corporation.” 
(Black type ours.) 

See, also, post 226. 


In Muma vs. Potomac Company, 8 Peters, 281, it 
was sought to revive a jadgment that had been obtained 
under a contract prior to the Potomac Company’s dis- 
solution, and to assert such judgment, not merely 
against the assets of the dissolved corporation, but 
against the corporation itself; but it was held that a 
corporation could not be given an added existence for 
any such purpose, and that contracting parties were 
presumed to understand that corporations were subject 
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to dissolution and that their only recourse would then 
be against the assets. Justice Srory said : 


(p. 287)—‘ A corporation, by the very terms and 
nature of its political existence, is subject to dis- : 
solution, by a surrender of its corporate franchises, 
and by a forfeiture of them for willful misuser 
and nonuser. Every creditor must be pre- r 
sumed to understand the nature and 
incidents of such a body politic, and 
to contract with reference to them. 
And it would be a doctrine new in the law, that 
the existence of a private contract of the corpora- 
tion should force upon it a perpetuity of existence 
contrary to public policy, and the nature and ob- 
jects of its charter.” (Black type ours.) 
(Page 286)—“ there is no pretense to say that a 
scire facias can be maintained, and a judgment 
had thereon, against a dead corporation, any more 
than against a dead man.” * * * 
“The obligation of those contracts survives ; 
and the creditors may enforce their claims against 
any property belonging to the corporation, which 
has not passed into the hands of bona jide 
purchasers ; but is still held in trust for the com- 
pany or for the stockholders thereof, at the time 
of its dissolution, in any mode permitted by the 
local laws. Besides, the twelfth section of the act 
incorporating the Chesapeake and Ohio Canal 
Company, makes it the duty of the president and 
directors of that company, so long as there shall 
be and remain any creditors of the Potomac Com- 
pany, who shall not have vested his demand 
against the same in the stock of the Chesapeake 
and Ohio Canal Company (which the act enables 
him to do), to pay such creditor or creditors, an- 
nually, such dividend or proportion of the net . 
amount of revenues of the Potomac Company, on , 

an average of the last five years preceding the 

organization of the said Chesapeake and Ohio 

Canal Company, as the demand of the said cred- 
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itor or creditors at that time may bear to the 
whole debt of one hundred and seventy-five thou- 
sand eight hundred dollars (the supposed aggre- 
gate amount of the debts of the Potomac Com- 
pany). So that here is provided an equitable 
mode of distributing the assets of the company 
among its creditors, by an apportionment of its 
revenues, in the only mode in which it could be 
practically done upon its dissolution; a mode 
analogous to the distribution of the assets of a 
deceased insolvent debtor.” 


After reviewing the common law upon this subject, 
Judge Suipman, in Edison Electric Light Co. vs. New 
Haven Electric Co., 35 F. R., 237, cites from Kent's 
Commentaries, Vol. 2, p. 317, wherein the modern rule 
is thus stated : 


«* * * ©The sound doctrine now is, as shown 


by statutes and judicial decisions, that the capital 
and debts of banking and other moneyed corpora- 
tions constitute a trust fund and pledge for the 
payment of creditors and stockholders; and a 
court of equity will lay hold of-the fund, and see 
that it is duly applied.’ To the same effect are 
Mumma v. Potomuc Co., 8 Pet., 281; Curran v. 
State, 15 How., 204; Bacon v. Robertson, 18 How., 
480.” 


It is not difficult to distinguish between those debts 


‘that have accrued or that are yet to mature, which 


must be paid from the assets of a dissolved corpora- 
tion, and the obligations of executory contracts which 
carry no such rights. In People vs. Globe Mutual In- 
surance Co., 91 N. Y., 174, an agent having a contract 
with an insurance company for a long term 
of employment, after the latter's insolvency 
and dissolution, sought to share with the 
policyholders in the distribution of the company’s 
assets ; but the court said (91 N. Y., 180): 


“ The contract in its own nature was dependent 
upon the continued life of both parties. With the 
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natural death of one, or the corporate death of the 
other, the contract must inevitably end. So that, 
in its own inherent nature, by the unexpressed 
conditions subject to which it was made, and by 
the decree enjoining both parties at the same 
moment from further performance, the contract 
was terminated and no breach existed.” 
See also post, 226. 


Whether one corporation may be made the successor 
of another corporation—which is solvent—or whether 
one corporation may be held as the successor of 
another for the purpose of carrying out the obliga- 
tions of the predecessor, assuming the predecessor to 
have been solvent, is aside from the question ; the assets 
of an insolvent corporation can never be used to bridge 
its dissolution or to give new life to obligations that 
are dead ; and this from the fact that the rights of 
creditors bar the way to such a course, and from the 
further fact that purchasers of such assets are re- 
quired to pay for them but once. 

A timely suit to have set aside the sale of the North 
American assets would have been far more appropriate 
than any suit based on the theory that the purchaser 
af such assets, by reason of such purchase, 
had become the successor of the North American 
Company. And, indeed, it would have been more 
appropriate for complainant to have songht to compel 
the stockholders of the North American Company to 
contribute to a fund for distribution among its claim- 
ants than for it to now attempt to compel the pur- 
chaser of such assets to pay an additional price 
for them because of some undefined obligation 
of successorship. But no such suit was ever con- 
templated, and that it was not, must serve to show the 
baseless character of the present action so far as the 
National Company’s successorship has been brought 
in question. 

The case at bar, we believe, is to be regarded as if 
the National Company had bought patents in which 


Ra’ mond R! Wile 
peauen [ib barry 


Pad 


153 


the title obtained by it had merely been lessened to 
the extent of the rights owned by the New York 
licensee. Those who buy patents subject to equities 
existing in favor of previous licensees do not, in the 
absence of an express covenant, take upon themselves 
contractual obligations of assignors. And such was 
the holding of the United States Cireuit Court of Ap- 
peals, Sixth Circuit, in Bradford Belting Co. vs. Kisin- 
ger-Ison Co., 113 F. R., 811. The views of the Court 
in that case are summarized in the third head-note as 
follows : 


“ While an assignee of a patent takes it subject 
to equities existing in favor of a previous licensee, 
he does not, in the absence of an express contract 
assume any obligation to perform the 
contract of his assignor with the licen- 
see, or to protect the latter in the rights which 
the license purports to convey.” (Black type 
ours.) 


Clearly, this decision is no authority for the propo- 
sition that the purchaser of the assets of a defunct 
corporation may be saddled with its executory obliga- 
tions. 

Nor was it any more the view of Justice Morris in 
the Whitson case (supra, p. 101) that such obligations 
might be forced upon the purchaser of the Edison pat- 
ents. Justice Morris merely held that such purchaser, 
knowing of “equities existing in favor of a previous 
licensee” would be disqualified from trespassing upon 
them. But this might equally be said of any infringer, 
and whether the trespasser did or did not know of such 
rights. In either case, he would be an infringer unless 
the facts of the case were similar to the facts of Hobbie 
vs. Jennison or of the Folding-Bed decision, as are the 
facts of the case at bar. 

By the death of the North American Phonograph 
Company, the executory portions of all of those 
agreements died; such portions were but the per- 
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sonal obligations of the defunct corporation and, 
therefore, as we have shown by many citations of 
authority, 


“ All its executory contracts perished with it, 
for this is an implied condition of their execu- 
tion” (People vs. Globe Mutual Ins. Co., 91 N. Y., 
174). 

Cyclopedia of Law and Procedure, Vol. 10, p. 
1312: “ The executory contracts of a corporation 
become nugatory after it is forced into an involun- 
tary liquidation and dissolution.” 


And in Griffith vs. Boom & Lumber Co., 46 W. Va., 
61, the rule is thus stated : 


“ Where an insolvent corporation is forced into 

liquidation and dissolution all its executory con- 

_tracts perish with it, for this is an implied condi- 
tion of their execution. 

“Tn 7 Am. & Eng. Enc. Law (2d Edit.), 116, the 
law is stated to be, ‘ When performance of a con- 
tract is dependent upon the continued existence 
of a given person or thing, and such continued 
existence was assumed as the basis of the agree- 
ment, the death of the person or the destruction 
of the thing puts an end to the obligation.’ The 
continued existence of the corporation was as- 
sumed as the basis of the contract with Albert 
Thompson, and its involuntary dissolution puts 
an end to performance on its part, and the con- 
tract ceased to be binding, as there was no one 
left to perform it according to its terms ( People 
vs. Globe Mut. Life Ins. Co., 91 N. Y., 174; 1 Am. 
& Eng. Corp. Cas., 586, note 594).” 


When from the agreements in question are sub- 
tracted their executory parts, the rights upon which 
the whole case must hang are found only in the 
shadowy substance of patents that have expired, unless 
upon some fiction of fact or law, of which we cannot 
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conceive, obligations of successorship may have been 
thrust upon the National Phonograph Company. 

In his first opinion, possibly, Judge Hazen assumed 
that some such successorship had been intended or 
did exist, and that it had arisen from the fact that 
the assets of the North American Phonograph Com- 
pany were bought by the National Phonograph Com- 
pany as “a going concern”. But that they were not 
so bought, and that the court under whose direction 
such assets were sold could have intended to impose 
no such condition, is shown by the fact that such assets 
were offered for sale, in separate lots, to independent 
purchasers. 


The North American Company not sold 
* as a going concern.” 


The Conditions of Sale Contemplated a Distribution of 
the Assets Among Different Purchasers. 


Judge Hazex has found (First opinion, Appeal, Rec., 
p. 1933 ; 136 F. R., 606) that 

“ The assets [of the North American Company] were 
bid in and purchased ‘ as a going concern,” * * *; 
and it may be assumed that it is upon this finding that 
in his first opinion he reached the conclusion that the 
National Phonograph Company, in some degree at 
least, had been made the successor of the North Ameri- 
can Company. In themselves, the words “ as a going 
concern ” would be significant if the notice of sale and 
the order of Court directing such sale did not explic- 
itly show that no such successorship could have been 
contemplated. The order of the New Jersey Chancery 
Court directing the sale of the North American assets, 
and the conditions prescribed by Vice-Chancellor 
Emery, for the guidance of the Receiver in carrying 
out such order, found in Complainant’s Exhibit No. 
36 (Appeal, Rec., pp. 815-823) and literally reproduced 
in the Receiver’s notice of sale (Appeal, Rec., p. 823), 
are the sources, if any such sources there are, from 
which such a finding might be deduced, but, obviously, 
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they can carry no such meaning. That part of the Re- 
4 ceiver's notice relating to the sale ‘‘ as a going con- 
cern ” is (Appeal, Rec., p. 823) : 


“ And it was by said order further provided, ss 

~ 4 that the assets of the said North American Phono- 
7 graph Company should be sold by the said re- 

ceiver in the following manner : ’ 
“ Ist. That the stock of the Edison Phonograph 
Gompany should be put up separately and the sale 
stayed at the highest bid without knocking down. 
~ { “9nd. That the remaining assets to be 
; sold should be put up together and the whole 
: sold at once as a going concern, the sale to 
i be stayed at the highest bid without knocking 


4 down. 
q “3rd. That the entire assets, inclusive of the 
~ ] Edison Phonograph Company’s stock, should 


be put upas a whole together, and the 
sale stayed at the highest bid without knocking 
down. (Black type ours). 

“Tf the aggregate of the highest first and sec- 
ond bids should be higher than the highest third 
bid, the stock of the Edison Phonograph Com- 
pany first offered should be sold to the highest 
bidder therefor, and the remaining assets secondly 
offered should be sold to the highest bidder 
therefor. If the highest bid for the entire assets, 
te 4 inclusive of the Edison Phonograph’s Company’s 
§ stock, should be higher than the aggregate of the 
other two, the entire assets, including all the 
Edison Phonograph Company’s stock, should be 
sold to the highest bidder therefor.” 


ad 4 The Appeal record contains two or three other refer- 
ences to these words; but in every instance they are 
applied only to the second parcel, from which the pat- 
ents are excluded. Here are directions for three bids ; 
and, only in the second, are the words “ as a going con- 
cern,” to be found; but, obviously, the words “as a 
going concern,” here quoted, are not significant to 
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on show that it was the purpose of the Court or of the 
n- ' Receiver that a new concern should be created as the 
saccessor of the North American Company; they 
merely show that it was the intention of the Court and 
d, =m. Ff of the Receiver that the assets should be sold in two 
o-* parcels, to two different purchasers, if, by so doing, a 
e- larger price might be realized than by selling them in 
if ! one lot. If the patents were to have been sold in one 
yh lot, to one purchaser, and the remaining assets, in a 
le second lot, to another, clearly no “going concern” 
n. could have been contemplated as a result of any such 
e™ disposition of the company’s belongings. 
le Not only, however, was it the intention of Vice- 
to Chancellor Emery and the receiver of the North Amer- 
1g ican Company to sell the assets in two lots, but they 
were actually so sold. See the findings of Judge 
1g Keroeu in the Davega suit (Deft.'s Ex. , pp. 100, 
d 101), to wit: 
18 
4 “ Turrty-NINTH: At said sale Thomas A. Edison 
bid for the stock of the Edison Phonograph Com- 
C- pany the sum of Fifty thousand dollars ($50,000), 
rd ; which was the highest bid therefor, and the sale 
a- was stayed at that bid without knocking down. 
st “FortietH: At said sale Thomas A. Edison bid 
ly for the remaining assets of the North American 
Pr Phonograph Company the sum of Fifty thousand 
8, dollars ($50,000), which was the highest bid there- 
‘3 for, and the sale thereof was stayed at that bid 
16 without knocking down. 
18 “ Forty-rirst: At said sale no one bid for the 
i) entire assets of the North American Phonograph L 4 
Company put up for sale, including the stock of 
‘ ; the Edison Phonograph Company, as much as One 
td hundred thousand dollars ($100,000), and the en- 
zs) tire assets were then sold to Thomas A. Edison. } 
t- ; “ Forty-seconD: That the conditions of sale of 
f ‘ ¥ the North American Phonograph Company’s 
1- assets permitted the receiver of said North Amer- 
aL ican Phonograph Company to sell that Company's 
:0 : 
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assets at such sale in different parcels to different 
purchasers. . 

“ ForTy-THIRD: The terms of sale permitted the 
receiver of said North American Phonograph 
Company to sell the patents separately from the 
machinery. 

‘“* ForTy-FOURTH : The receiver sold, pursuant to 
the order directing the sale.” 


Judge Kroau’s 43rd finding is erroneous in that it is 
there implied that the first lot of assets, namely, the 
stock of the Edison Phonograph Company, carried all 
of the patents. It is not true that all of the patents 
were owned by the Edison Phonograph Company. As 
Mr. Dyer says (D. R., p. 86): 


« Allof the patents acquired by the North Ameri- 
can Company under the contract of August 1, 1888, 
were within the assets of the second lot, and were 
not included among the assets of the Edison Pho- 
nograph Company.” 


This error, however, for the purpose of this discussion, 
is immaterial ; but, according to the plan of sale, and 
as the North American assets were sold, Mr. Edison 
acquired the earlier phonograph patents in the first 
lot by the purchase of the Edison Phonograph Com- 
pany’s stock ; while in the second lot, he acquired the 
later patents covering those improvements to which 
Judge Hazet refers as having. been made during the 
years 1888 to 1893. 


The Receiver’s Duty to Obtain the Largest Possible 
Price for the Assets for the Creditors. 


If there had been two buyers they might have pooled 
their purchases and raised from the ashes of the North 
American Company a new concern ; but that two in- 
dependent purchasers would have been obliged to do 
so, or that they would have done so, is not to be sup- 
posed. Nor could the Court or the Receiver have 
imposed any such condition. The one purpose of that 
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sale was to realise for the North American creditors 
the largest possible price ; and, until the creditors were 
fully paid, the rights of all others must have been 
ignored. 

The Court and Receiver evidently assumed that it 
would not be advantageous to divide the assets into 
more than two parts; but, if a larger price could have 
been obtained, it would have been their duty to have 
divided them into a hundred parts, and to have dis- 
posed of them to as many different purchasers, who 
might freely have carried them to the four quarters of 
the earth. 

Two possible purchasers were unquestionably con- 
templated, for it was not to be presumed that one pur- 
chaser would bid more for the assets in two lots than 
for them in bulk as one. 

Clearly the words “as a going concern,” were merely 
intended to mean that the purchaser of the second lot 
of assets should get all else than the stock of the 
Edison Phonograph Company, of whatever character, 
that the North American Company had to sell. 

It is enough for our contention that the words “‘as a 
going concern” are used with reference to assets from 
which no going concern could have been constituted, 
for, obviously, if the stock of the Edison Phonograph 
Company—meaning the earlier and broader patents— 
were held by one owner who was hostile to the owner 
of the other assets, the latter could not have been used 
at all. For the ownership of the broader patents 
would have precluded the use of the other assets 
within which were included the improvement patents 
of the August 1, 1888, contract. 

It is more than significant that the words “as a 
going concern” are not found in that part of the notice 
relating to the sale of the assets as a whole, and that 
they were equally absent from the directions for that 
bid (the first) which related to the purchase of the 
Edison Phonograph Company’s stock (the earlier 
patents). Clearly, the patents, under this specifica- 
tion, could have constituted no going concern if they 
had been sold to an independent purchaser. 
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Whoever Wished to Preserve the Lippincott Oryaniza- 
tion “ As a Going Concern” Was Bound to Buy 
the Assets. 


It would obviously have been incumbent upon 
the licensee companies to buy the North American 
assets if they had desired to protect their interest 
by preserving the North American Company as a 
going concern, since neither the Court nor the Re- 
ceiver could prevent the distribution of the prop- 
erty. This much we know; neither the receiver nor 
the court could have required of the purchaser that 
he should use the assets at all. He might have 


_ serapped the machinery, pigeon-holed the patents, and 


wholly discontinued the business and no one could 
have complained; and if the Receiver could im- 
pose no such condition while seeking the best pos- 
sible price, why, at this late date, should another 
Court attempt to hold tha purchaser to conditions 
that the Receiver could not then have imposed ? 
The property must have been sold upon condition 
that the purchaser might do what he liked with it, and 
now that it is in the hands of the National Company, 
it should be no more subject to plaintiff’s demands 
than if it had been divided among a dozen different 
purchasers, and had been taken to as many different 
countries. Mr. Edison had an interest to protect for 
the Edison Phonograph Works, and for that and other 
reasons, he was instrumental in the purchase of the 
North American assets. If the patents had 
been bought by the American Graphophone Com- 
pany or any other hostile concern, the patents 
would have been shelved and no phonographs would 
thereafter have been manufactured, and the expensive 
plant of the “ Works” would have been left a total 
loss upon the hands of its owners. But, through the 
National Company, as we well know, a very large 
business for the Works has been created, and, through 
such business, presumably the latter has since enjoyed 
a period of substantial prosperity (Defendant’s Brief 
on Appeal, pp. 218, 219). 
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It is an important fact that Mr. Edison was the only 
bidder for the North American asset. The sale had 
been well advertised (Appeal Rec., p. 823), but no one 
else wished to buy them. Nor could he at that time 
have seen that by so doing he would be able to save 
the large investment of himself and friends in the 
Phonograph Works, for, obviously, there was then in 
sight only a meagre business to be done (Defendant’s 
Appeal Brief, pp. 216-220). 

Clearly, if there had been any substantial promise 
of pecuniary success, some one, from among the many 
who had been in the business must have appeared with 
an opposing bid; but not even the American Grapho- 
phone Company, which had then established a sub- 
stantial business in the amusement field, was heard 
from. It is a fair inference that no man was qualified 
to become a bidder at this sale who merely had in 
view the money that was to be made from the pur- 
chase. Mr. Edison was the one man who had the in- 
centive to buy these assets. He had looked upon the 
phonograph as the most striking of all of his inven- 
tions, and, aside from his large investment in the 
Works, he wished to see the business in the hands of 
some concern by whom it would be pushed. 


_ it Would Have Been Ott’'s Privilege to Buy the 
North American Assets; and, If So, lt Was the Right 
of the National Company to Turn Such Assets Over To 
Him, 


We do not yet understand why it is that the words 
“as a going concern,” in the transactions relating to 
the sale of the North American assets, should have 
been given the meaning that has been ascribed to 
them ; but so often have these words been perverted 
by complainant that the fallacy has become a vital 
feature of the case. 

In its brief at final hearing, before Judge Hazen, 
complainant said (p. 2) : 


* * * “the entire assets * * * were bid 
in and purchased as a going concern by Thomas 
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A. Edison and by him assigned and transferred to 
defendant herein.” * * * 


And, Zbid,, p. 114 : 


‘“* In the first place, the assets were bid for and 
purchased by Mr. Edison ‘as a going concern’ 
(Exh., fols. 438, 451) ”. 


And doubtless in the reiterated perversions of these 
words is to be found the source of Judge Hazet’s 
finding (First opinion, Appeal Rec., p. 1933; 136 
F. R., 606) that : 


“The transfer to Ott of the interest of the 
American Company in the licenses cannot be con- 
sidered in any other light than an ill-advised at- 
tempt to evade contractual liability.” 


But why was it more reprehensible for the receiver, 
at the National Company’s request, to transfer these 
assets to Ott than if Ott himself, had purchased the 
second parcel ? The two lots of assets had been sep- 
arately offered for sale with the hope of securing sep- 
arate bidders and a larger price. If the Chancery 
Court of New Jersey might rightfully divide the assets 
into two parts and sell them to different purchasers, 
it is not obvious why the purchaser of the assets as a 
whole might not thereafter have divided them in the 
same way. 

The National Company was organized, not to cull 
over the old material of the North American Company, 
but, if possible, to built up a phonograph business, 
and it wanted only those parts of the North American 
assets that would be serviceable for that purpose. 


The Charge Is that License Rights Have 
Been Invaded, Not that the National Com- 
pany Has Omitted to Perform Obligations 
Arising from Successorship. 


We do not assume it to have been Judge HazeEt’s 
view, even in his first opinion—and certainly it was 
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not in his second—that the National. Company suc- 


ceeded to the executory obligations of the North 
‘American Phonograph Company; that is to say, to 


such executory obligations as, by law, are known to 
die with corporations when they are dissolved. In his 
first opinion (136 F. R., 605-6), Judge Haze says that 
the complainant had purchased rights from the North 
American Company and that the National Company 
has infringed them; and that the National Company, 
having knowledge of those rights, has acted, not inno- 
cently or without notice, but with its eyes open. Thus, 


Judge Hazet says (136 F. R., 606): 


“‘ The principle appears to be well settled that 
where there is an exclusive right, and such right 
is wrongfully invaded or violated by one having 
knowledge of the contractual relations, a court of 
equity may be invoked to redress the breach of 
covenant (Appollinaris Co. v. Scherer (C. C.), 27 
Fed., 18; Standard Fashion Co. v. Siegel-Cooper 
Co., 30 App. Div., 564, 52 N. Y. Supp., 4383). 
In the Whitson Case, supra, the Cireuit Court of 
Appeals for the District of Columbia, having a 
similar license before it, said : 

“ * Any person, natural or artificial, into whose 
hands, after the execution of the contract between 
the North American Company and the Columbia 
Company, the control of the Edison patents came, 
with knowledge or notice, actual or constructive, 
of the existence of such contract and of the rights 
of the Columbia, must be assumed to have taken 
subject to such rights, and to be disqualified from 
infringing in any manner the exclusive license 
given to the Columbia Company. If this were not 
so, it is very plain that rights granted under a pat- 
ent might be destroyed with impunity, against the 
will of the owner of the rights, by the mere trans- 
fer of the patent.’ 

“As already indicated, the doctrine is well 
established that a license follows the assets of the 
licensor into the possession of him who buys with 
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his eyes open to the pre-existing contractual rela- 
tions and existing equities: The assets of the 
complainant’s licensor in no sense innocently came 
to Mr. Edison or his assignee, nor were they freed 
from the obligations created by the contracts of 
license. The transfer to Ott of the interest of 
the American Company in the licenses cannot be 
considered in any other light than an ill-advised 
attempt to evade contractual liability. Whether 
it was the intention of the transferror 
to dissolve the American Company an4 
make room for a successor is not 
thought to be material. The assets were 
bid in and purchased ‘as a going concern,’ and 
the receiver turned the remaining business over - 
to the purchasing company. Being in pos- 
session, therefore, of all the facts, and hav- 
ing succeeded to the rights of the American 
Company the National Company has 
nevertheless unwarrantably invaded 
the licensed territory of the com- 
plainant. That the contractual richts of the 
New York Company have been obsi»::ted and 
interfered with in the manner indicat! cannot 
be seriously controverted” (Black type ours). 


In his first decision preceding that part above 
quoted, Judge Haze (136 F. R., 605) cites from New 
England Phonograph Co. vs. Edison, 110 F. R., 26, 
where Judge Gray said that Edison and his com- 
panies had 


“ succeeded to the rights and responsibilities of 
the North American Phonograph Company in 
regard to the contract in question.” 


This is a broad statement, but could Judge Gray 
have intended it to mean that Edison and his 
companies had succeeded to those executory re- 
sponsibilities which had been conferred upon 
complainant by the North American Phonograph 
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Company ;—responsibilities which, under People vs. 
Globe Mutual Ins. Co. and many authorities (supra, 
pp. 147, 148, 154), we know’ must have 
perished with that company? But aside from the 
fact that all executory contracts must perish with the 
promisor as an implied condition of their execution, 
as already appears, the assets of the North American 
Company might have been sold in parts and distri- 
buted among independent purchasers, by whom 


“the * * * responsibilities of the North 
American Phonograph Company in regard to 
the contract in question ” 


could: not possibly have been assumed. And, if so, 
how is it that Edison, his companies, or anyone else, 
must have assumed those responsibilities? Here, we 
apprehend, is a question that cannot be answered ; 
for, clearly, one purchaser buying the assets of a dead 
corporation can no more be deprived of their enjoyment 
than if they had been sold in parts to a thousand pur- 
chasers. The one question here is, therefore, whether it 
would have been lawful for the receiver of the North 
American Phonograph Company to have sold its assets 
in many parts to independent purchasers ; for respon- 
sibilities and obligations that, from the nature of the 
case, could by no possibility be imposed upon a mul- 
titude of independent purchasers, should no more be 
thrust upon a single purchaser. 


As to Judge Hazev’s statement (136 F. R., 606) that ° 


“The principle appears to be well settled that 
where there is an exclusive right, and such right 
is wrongfully invaded or violated by one huving 
knowledge of the contractual relations, a court of 
equity may be invoked to redress the breach of 
covenant,” 


we fully agree. But in this statement of the rule, that 
a stranger to a contract may not aid or abet a party 
to such contract in its violation, the idea of successor- 
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ship is nowhere present. Indeed, the idea of suc- 
cessorship is here specifically excluded, the one prop- 
osition being that one haviug knowledge of the con- 
tractual rights of another shall not invade those rights. 
This is the doctrine of the Siegel-Cooper case ; but, as 
we have already shown (svpra, p. 133), such doctrine 
is not applicable to the facts of the case at bar. 

Judge Hazen next cites (136 F. R., 606) from the 
Whitson case, where it was said that 


“Any person, natural or artificial, into whose 
hands, after the execution of the contract between 
the Nort American Company and the Columbia 
Company, the control of the Edison patents came, 
with knowledge or notice, actual or constructive, 
of the existence of such contract and of the rights 
of the Columbia, must be assumed to have taken 
subject to such rights, and to be disqualified from 
infringing in any manner tbe exclusive license 
given to the Columbia Company. If this were not 
so, it is very plain that rights granted under a 
patent might be destroyed with impunity against 
the will of the owner of the rights, by the mere 
trausfer of the patent.” 


But Justice Morris does not here say that the 
National Company, as purchaser of the Edison patents, 
became the successor of the North American Company. 
Indeed, Justice Morris excluded the idea of successor- 
ship when he elsewhere said 7 was immaterial whether, 
in law, the National Company might or could have become 
the successor of the North American Phonogragh Company 
(supra, p. 101). This was merely a broad statement 
that auy purchaser of the Edison patents, knowing of 
the so-called exclusive rights of the licensee (the 
Columbia Company), would not be allowed to invade 
those rights—a proposition to which we fully assent. 
But, as already seen from Hobbie vs. Jennison, and 
the Folding-Bed case (supra, pp. 127, 128), the National 
Phonograph Company should not have been held as an 
infringer of the Columbia Company's rights so long as 
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its apparatus had been manufactured and sold at 
Orange, New Jersey, even though it knew that the 
purchaser intended to resell such apparatus within the 
restricted territory. 

The more important of Judge Hazev’s statements 
is the following ( Zbid., 606) : 


“As already indicated, the doctrine is well 
established that a license follows the assets of the 
licensor into the possession of him who buys with 
his eyes open to the pre-existing contractual rela- 
tions and existing equities.” 

But this statement is not to be regarded as a declar- 
ation that the National Company became, or might be- 
come, the successor of the insolvent North American 
Company because it had purchased the latter’s assets. 
Undoubtedly, and beyond all question, if a corporation 
were solvent at the time of its dissolution, its execu- 
tory obligations would follow the assets, or, at least, 
the proceeds of them. We agree that he who buys 
patents or other property with knowledge of the out- 
standing rights of others must take such property sub- 
ject to such rights, or, at least, minus that part that 
had been sold to another (Bradford Belting Co. vs. 
Kisinger-Ison Co. (C. C. A.), 113 F. R., 811, 812, 814, 
supra, p. 153,) and this is undoubtedly what Judge 
Hazet here intended to say. But, as clearly, under 
the Bradford Belting case, such purchaser could not 
be called upon to perform the executory conditions of 
any contract that the assignor had entered into with 
the owner of such prior outstanding right. We cer- 
tainly know that Judge Hazet did not intend to say 
that the purchaser of the assets of a defunct, insolvent 
corporation might be held to perform all obligations 
arising from 


“ pre-existing contractual relations,” 


if executory in their nature. The law is too clear that 
all such obligations must perish with the corporation 
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(People vs. Globe Mutual Ins. Co., 91 N. Y., 174. 
See, also, supra, pp: 147, 148, 154). 

Such of the assets as had been bought by others. 
could not have been taken from them. But this is not 
to say that the purchaser of what remained of the 
assets had bought them burdened with the executory 
obligations of the seller. 

We agree that a solvent corporation cannot relieve 
itself of its executory contracts by voluntary dissolu- 
tion; aud that, if a corporation were dissolved for 
any such purpose, its assets would be held liable for 
breaches of its executory contracts. In Griffith vs. 
Boom & Lumber Co., 46 W. Va., 61, 62, the court, 
after stating the law in relation to the extermination of 
executory contracts of insolvent corporations, said: 


“ Such, however, is not the law were a solvent. 
corporation is voluntarily dissolved. By its own 
act it cannot relieve itself from its contracts, but 
its assets will be held liable for breaches thereof. 
It must be taken as an implied condition of all 
such contracts that such corporation will not vol- 
untarily try to escape or evade fulfillment, and, if 
it does, equity will not recognize its own dissolu- 

‘tion, nor permit the distribution of its »ssets until 
its contracts are satisfied. Glass Co. v. Stoher, 54 
Ohio St., 157 (43 N. E.. 279); Schleider v. Del- 
man, 44 La. Ann., 462 (10 South, 934).” 


In this case. the three contracts were all executory 
and all were held to have perished with the forced dis- 
solution of the corporation, brought about by its in- 
solvency. 

The one vital question here is, was or was not the 
North American Company forced into dissolution 
through its insolvency ? That the dissolution was in- 
voluntary, and because of its insolvency, there, of 
course, can be no question. 

Through its insolvency, all of the North American 
Company’s executory contracts perished with it; and 
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particularly was this true of the contract of August 1, 
1888, which related to Edison’s improvement patents. 
Thereafter Edison could not have been called upon to 
make improvements; but if he had made improve- 
ments, they could not have inured to the North Amer- 
ican Company or for the benefit of the latter’s licensees. 

But, aside from the rule of law that the obligations 
of executory contracts of corporations must perish 
with them, how, we again ask, could such obligations 
have been enforced against many independent pur- 
chasers ? In this case, there was but one purchaser ; 
but why should the one purchaser be held to obliga- 
tions that could not have existed or been enforced if 
the assets had been divided and distributed among 
many purchasers, as must have been done, if thereby a 
better price for them might have been obtained ? 

The further statement of Judge Hazen (136 F. R., 
606), that 


“The assets of complainant’s licensor in no 
sense innocently came to Mr. Edison or his 
assigaee, nor were they freed from the obligations 
created by the contracts of license,” 


is also answered by the question whether those assets 
would or would not have been “ freed from the obliga- 
tions created by the contracts of license” if such assets 
had been sold and distributed among a hundred dif- 
ferent purchasers. If such assets had been widely 
distributed, could it have been left to any man to say 
that there had been an 


“ ill-advised attempt to evade contractual liabil- 
ity ” - 


whatever such purchasers had or had not done with 
them, or whatever such purchasers had or had not 
done with reference to the rights or obligations of con- 
tracts, which were executory, to which the original 
owner of such assets had been a party ? 
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In Judge Hazet’s discussion, however, we believe 
his objective is better seen from the following (136 F. 
R., 606) : 


** Whether it was the intention of the 
transferor to dissolve the American 
Company and make room for a suc- 

. cessor isnot thought to be material. The 
assets were bid in and purchased ‘as a going con- 
cern,’ and the receiver turned the remaining busi- 
ness over to the purchasing company. Being in 
possession, therefore, of all the facts, and having 
succeeded to the rights of the American Company, 
the National Company has nevertheless unwar- 
rantably invaded the licensed territory of the com- 
plainant. That the contractual rights of the New 
York Company have been obstructed and inter- 
fered with in the manner indicated cannot be 
seriously controverted.” (Black type ours.) 


Obviously, if Judge Hazet thought it not material 
whether it was the intention of the transferor to 
dissolve the North American Company to make room 
for a successor, he must equally have thought it 
immaterial whether the National Company had or had 
not become the North American Company’s successor. 

And such was the view of Justice Morris in the 
Whitson case (18 App. D. C., 565), when he said (Zdid., 
572-3) : 


“Nor is it of-any consequence whether the 
National Company is or is not to be regarded as 
the successor in law, if such it can be, 
of the North American Phonograph Company.” 
(Black type ours.) 


Not only did Justice Morris, like Judge Hazet, 
think it immaterial whether the National Company 
might or might not be regarded as the successor of 
the North American Company, but he obviously be- 
lieved that, in law, no such successorship would be 
possible. 
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—_ . . Unmistakably, the chief point in Judge Hazet’s view 
F. was that the exclusive rights of complainant, what- 


ever those rights were, had been invaded by one hav- 
‘ing notice of them. Or, as he says, the National Com- 


1e_ “8 pany, having succeeded to all of the rights of the North 
n American Company through its purchase of the latter's 
C- assets, had 

10 , ar 

n- “unwarrantably invaded the licensed territory of 
i- ' . the complainant.” 

in 

gn This action, however, is not for specific perform- 
y, ance ; nor is it an action to enforce obligations of suc- 
t- cessorship ; it is an injunction suit, whose purpose is 
1+ to restrain invasions of 


‘* licensed territory of the complainant” ; 


and to obtain damages and an accounting ; and such 
being the nature and purpose of the action, as Judge 


u Haze. implies, the consideration, whether the Na- 
e tional Company did or did not become the successor of 
ny the North American Company. should wow be unimport- 
t ant. But, whatever Judge HazE.’s views may have been 
1 at the time of his first opinion as to the obligations of 
is successorship, his second opinion makes plain the fact 
e that defendant’s invasions were invasions of certain 
” . license rights which were not granted in perpetuity, 

aad and which did not and could not extend to expired 


patents (136 F. R., 612-614). He did not find that 


a complainant’s rights had been enlarged by reason of 
defendant’s alleged successorship. 
, To assume that the National Company is anything 
more than an infringer of such equitable rights in the 
7 a Edison patents as had been bought by complainant 
from the North American Company, is to assume that . 
4 the rights of complainant have been enlarged by the 
f < > National Company’s purchase of the North American 
assets, For, if the North American Compauy were 
‘pe yet solvent and were the proprietor of the phonograph a 
business, and it were charged with invading those } } 
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equitable rights, such charge, under the Excelsior 


_ Wooden Pipe case and Littlefield vs. Perry (supra, pp. 


99, 100), would have to be a charge of infringement and 


nothing else. In those cases, the owners of patents, 


after granting licenses, had invaded the licensees’ 
rights ; and such would have been the case if the North 
American Company had done what we are accused of 
doing. In each of those cases, however, the Supreme 
Court held that the complainant's only remedy was by 
an action for infringement (supra, pp. 100, 104) ; and it 
may equally be said that if the North American Com- 
pany were accused of doing what the National Company 
is doing, complainant’s only remedy would be by an ac- 
tion for infringement. And if such would be complain- 
ant’s only remedy against the North American Com- 
pany, why should there be a larger or different remedy 
against the National Company ? 

We believe that in his second decision, if not in his 
first, Judge Hazev gave due weight to these considera- 
tions ; and that he there regarded the rights and reme- 
dies of complainant as the rights and remedies of the 
complainants were regarded in Littlefield vs. Perry 
and in the Excelsior Pipe case. 


! 

Murphy vs. Christian Press Association 
Co. Merely Another Case of Voluntary 
Dissolution. 


The question whether the National Company has 
succeeded to obligations of successorship has also been 
mystified by complainant’s references to Murphy vs. 
Christian Press Association Publishing Co., 38 App. 
Div., 426; and doubtless because the decision itself 
does not show whether the dissolution was voluntary 


_ or involuntary. A reference to the records, however, 


shows that the dissolution was voluntary. And such 
having been the fact, this was merely a _ case 
where, upon a voluntary dissolution of a solvent cor- 
poration, certain contractural obligations of the com- 
pany were held to have followed a copyright and other 
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property into the hands of one who had bought such 
assets of the company’s receiver.* In this decision we 
find nothing whatever to support the contention that 
negative covenants are created and implied against 
those who purchase the assets of an insolvent cor- 
poration, or that the executory obligations of an in- 
solvent assignor may follow that assignor’s assets. 

In Murphy vs. Christian Press Association, a license 
containing a plain, express, negative covenant had 
been granted by the owner of a copyright, which pro- 
vided that the licensee might publish the book and 
sell it at a spegitied price and that the licensor, while 
also publishing the book, should not undersell the 


* That the dissolution of the Catholic publication Society Co. 
was voluntary, (see Murphy vs. Christian Press Ass’n Pub. Co., 
App. Div. Cases, Second Dept. [1899], Vol. 211: 

(1) Paragraph IV. of Complaint, Case on Appeal, page 4: 

‘* On information and belief, that ina special proceeding 
thereafter brought in this Court, entitled ‘In the Matter of 
the Voluntary Dissolution of The Catholic Publication So- 
ciety Company,’ said corporation was dissolved by an order 
entered in said special proceeding on or about June Ist, 
1895,” ete. 

(2) Paragraph LV. of Answer, Case on Appeal, page 20 : 

* ‘* The defendant admits that in a special proceeding here- 
tofore brought in this court, entitled ‘In thé Matter of the 
Voluntary Dissolution of the Catholic Publication Society 
Company’, said corporation was dissolved by an order 
entered in said special proceeding on or about June ist, 
1895,” etc. 

(3) Testimony of William Angelo, Receiver, Case on Appeal, 
page 39, folio 153 : 

‘*T was appointed by this Court Receiver of the Catholic 
Publication Society Company in one of the first days of July, 
1894, ina proceeding to voluntarily dissolve that corpora- 
tion.” 

(4) Judgment of W. Lloyd Smith, Justice, Case on Appeal, 
page 27, folio 105: 

‘ Ordered, adjudged and decreed as follows: 

‘First. That all the allegations contained in the plaint- 
iffs complaint are true and correct, as therein set forth.” 

(5) Brief for Defendant-Appellant, page 3: 

“The Catholic Publication Society, a corporation, went 
into voluntary dissolution, and among its assets disposed of 


by order of the Court were the plates and copyright of the 
Manual.” ; 
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licensee ; and of this covenant the subsequent pur- 
4 chaser of such copyright (the. defendant) had been 
duly and fully informed. And having bought the 
copyright with knowledge of such license, it was held 
that he would not be allowed to violate his assignor’s : - 
re : covenant by selling the book at a lower price. 
We agree fully with the following of Judge CuLLen’s 
opinion (1bid., p. 429) : ‘ ? 


“The agreement ou the part_of the defendant’s 
predecessor in title, though technically a personal 
one, related to the use of its property, the copy- 
rights and the plates, and obligated all who might 
acquire that property with notice of the agree- 

, ment. This is the settled doctrine of the Court of 
" Appeals where the agreement relates to real estate 
(Hodge v. Sloun, 107 N. Y., 244; Lewis v. Goll- 
ner, 129 id., 227). We can see no reason why the 
same rule should not apply in the case of personal 
property, nor are we wanting in authority to sus- 
tain the proposition (Vew York Bank Note Co. v. 
Hamilton Bank Note Co., 83 Hun, 593; 28 App. 
Div., 411; Littlefield v. Perry, 88 U. S., 205). In 
~ Drone on Copyright (p. 374) itis said: ‘It may 
"be regarded as settled that a Court of Chancery 
will restrain an author, or any person having no- 
tice, from violating an EXPRESS NEGATIVE COVENANT 
. * made by the author.’ This is equally applicable 
to the covenant of any person who has acquired ° 
title to the copyright in any manner. While the 
plaintiffs under their agreement with the Catholic 
Society acquired no legal title to any part of the 
copyright, in equity they acquired an interest 
very similur to a negative easement in real estate, } 
which easement encumbered the property in the c 
hands of any party who might have notice. A 
“copyright is very much of the same character as a 
patent. Under a license a patentee acquires no z t 
title to the patent, but he may in the name of his 
'’ \ licensor prosecute infringers on his rights, or 
- 3 ‘*’ Gompel the licensor to specifically perform the 
a terms of his agreement.” 
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“What Judge CuLen here says, namely, that a patent 
license confers no legal title, and that a licensee may 
sue infringers, or sue the licensor to compel the latter 
to perform the terms of the agreement, might equally 


be said of complainant and its equitable rights in the 
ease at bar. As was said in the Whitson and Raleigh 


* eases, complainant acquired no legal title to the Edi- 
‘son patents, yet, as Judge CULLEN here says it might 


prosecute infringers of its equitable rights or compel 
the licensor (if such licensor were in existence), 
to specifically perform the terms of the agreement. 
But, as already appears, the case at bar ig not an 
action to compel a licensor or the successor of a licen- 
sor to specifically perform the terms of an agreement. 
It is an action in which an accounting and damages are 
prayed and an injunction restraining an infringement 
is souglit. 

In a minor particular, the accuracy of Judge 
CULLEN’s statement might be criticised. It certainly 
would be subject to criticism if he meant to imply that 
a licensee cannot sue his licensor, where he said : 


“ Under a license a patentee acquires no title to 
the patent, but he may in the name of his licensor 
prosecute infringers on his rights, or compel the 
licensor to specifically perform the terms of the 
agreement.” 


In Littlefield vs. Perry and in Excelsior Pipe 
case (supra, pp. 99, 100), it was distinctly held that 
a licensee might prosecute an infringement suit in his 
own name against his licensor, since the licensor’ could 
not be expected to sue himself. The important point 
in Judge CULLEN’s statement, however, is (1) that tres- 
passers upon such rights may be prosecuted as in- 
fringers under the patent laws, where such rights have 
been invaded, and (2) that a licensor may be compelled 
to specifically perform the terms of his agreement, in 
which case the action would be upon the contract. 

In Murphy vs. Christian Press Association the 
plaintiff might have sued for infringement, precisely 
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as if it had been a patent license that had been in- 
volved ; but his more obvious remedy was for breach 
of the express negative covenant which Judge CULLEN 
said his license contained. 

If, however, the license had contained no such cove- 
nant, the plaintiff's only remedy would have been by 
an action for infringement. 


In Murphy vs. Christian Press Association, the fact 


that the defendant had bought the copyright, and cer- 
tain plates used in the publication of the book, at a 
receiver's sale, is of no moment whatsoever for the 
purposes of this comparison. Nor would the situation 
have been affected, whether the dissolution of the as- 
signor corporation were voluntary or involuntary. In 
either case, the rights that had been sold to the prior 
licensee would remain his property. But this is not to 
say that if the assignor had been forced into involun- 
tary insolency, and its assets had been sold, the pur- 
chaser of such assets could have been held to perform 
the executory obligations of such assignor. All such 
obligations must have perished with the assignor 
(supra, pp. 147, 148, 154) ; but in Murphy vs. Christian 
Press Association the action was not to enforce any 
such executory undertaking. 

Murphy vs. Christian Press Association is conspicu- 
ous only because of the misuse complainant has made 


of it by urging it as an authority for the proposi- - 


tion that an insolvent’s contracts may follow his 
assets into the hands of the purchaser ; butit is merely 
another case in the class of New York Bank Note 
Company vs. Hamilton Bank Note Company, 28 App. 
Div., 411, and is but another of a great class of cases 
in which it has been uniformly held that executory 
contracts cannot be evaded by voluntary dissolutions. 


The Early Insolvency of the Phonograph _ 


Companies—Such Insolvency in No Degree 
Mr. Edison’s Fault. 


Clearly, it was the finding of Judge Haze that in- 
solvency had overtaken the New York Phonograph 


wn ele doen PMB Altre + 


Saag saan ng RNP: 


d 
Raymond R. Wile 


av 


177 


Company, successor of the Metropolitan Company, in 
1892; and that the insolvency of the New York Com- 
pany was followed by that of the North American 
Company in the summer of 1894. But coupled with 
his findings of insolvency, there are others to the 
effect that the licensee companies were not able to ob- 
tain serviceable machines, and that, from the first, Mr. 
Edison controlled the management and business policy 
of the North American Company; and, thereby, it 
might be implied that the misfortunes of these com- 
panies had been brought about through the fault of 
Mr. Edison. Thus Judge Hazet says (136 F. R., 603) : 


“ The proofs show that the licensees conducted 
the business for which they were incorporated, in 
the State of New York, during three years with- 
out interference or molestation, but with rather 
indifferent financial success. Contrary to the ex- 
pectation of the promoters, tle business was not 
prosperous, and all of the witnesses are agreed 
that the enterprise was unsuccessful because of 
defects and imperfections in the phonograph, and 
inability to procure machines with which to do 
business. Between July 1, 1892, and July 1, 1893, 
the New York Company, though engaged in busi- 
ness, owned scarcely any assets. For reasons 
hereafter stated, the business appears to have been 
conducted at a great disadvantage, and resulted 
in financial loss. The evidence shows that the 
defendant Mr. Edison became a euntrolling stock- 
holder in the American Company in 1889, and in 
1893 its president. On July 1, 1893, according to 
written agreement entered into between the 
American Company and the New York-Company, 
the latter waived its exclusive rights under the li- 
censes until July 1, 1895, since which time the 
complainant concededly has not actively engaged 
in business. By the terms of this suspension 
agreement, so-called, and upon payment of speci- 
fied royalties, the American Company was author- 


ized to come into complainant’s territory and to . 
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exclusively transact the phonograph business. On 
May 1, 1894, after the suspension agreement went 
into effect, the American Company became insol- 
vent, and a receiver was appointed.” 


Obviously, if the insolvency of these companies had 
been brought about through the fault of Mr. Edison it 
would be abhorrent to the plainest sense of justice that 
their inability to perform the conditions of such con- 


tracts should now be urged against them. But as to 
the misfortunes of these companies, Mr. Edison is 
absolutely blameless. Charges of uvfair dealing have 
been freely made by complainant in its bill of com- 
plaint, but no such charge has been or can be proved, 
and it is now within our reach to utterly disprove 
them. 

The proofs do not sustain the proposition that Edi- 
son became a controlling stockholder in the North 
American Company in 1889, or, for that matter, at any 
time, or that Edison then sneceeded to the control of 
the North American Company, or that he had anything 
further to do with its affairs than to attempt to im- 
prove the phonograph and to put its manufacture upon 
a commercial footing. Edison, in an affidavit which has 
been offered in evidence by complainant (Appeal, 
Ree. p. 797 e¢ seg.), emphatically says that the business 
management of the North American Company was 
wholly within Lippincott’s hands, and that he was then 
interested only to improve the construction and man- 
ufacture of the phonograph. And these facts are 
otherwise shown by two pieces of evidence since 
found, namely, by a circular letter of Spencer Trask & 
Co., financial agents of the North American Company, 
which was written to their customers February 24, 
84 (D. R., pp. 201-206; Bulkley Affidavit, p. 205), 
and by the letter of Thomas R. Lombard (then 
vice-president of the North American Company), 
dated February 19, 1891 (/did., p. 203), which he 
then wrote to Spencer Trask & Co. in reply to their re- 
‘quest for information. Nor, from these proofs, may it 


- ‘be assumed that Edison was in any manner at fault be- 
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cause the phonograph was not more rapidly per- 
fected, or because machines were not more promptly 
furnished to the North American or to the licensee 
companies. 

It was our belief that the proofs which we had sub- 
mitted to Judge Hazet were sufficient to absolve Mr. 
Edison from such charges; but, if not, any such doubt 
as Judge Hazet may have entertained must be put 
at rest by the Trask circular letter of February 24, 
1891 (post, p. 186), and the letter of Lombard of Feb- 
ruary 19, 1891 (posz, p. 180). 

In an earlier circular which was issued by Trask & 
Co. to their customers on February 8, 1890 (Appeal 
Rec., p. 735), most optimistic views as to the future 
of the phonograph and its general adoption were ex- 
pressed. In their view, the machine had then been 
perfected, and its adoption as a substitute for stenog- 
raphers was assured; and as a promising investment 
they heartily recommended the stock of the North 
American Company to their customers. Clearly, if 
the statements contained in Trask & Co.'s letter of 
February 8, 1890, may be accepted as true, Edison 
had not been idle either in the perfecting or manufac- 
turing of the phonograph. See the following : 


“6,275 machines have been distributed within 
the past six months”, 


. And (Jbid., 736) : 


“Deliveries from the manufacturers are now 
_ averaging sixty machines per day.” 


Moreover, as appears from Edison’s affidavit (Ap- 
peal Rec., pp. 797, 798), in his development of the 
phonograph, in less than two years, he had so far out- 
stripped the inventors of the American Graphophone 
‘Company, that graphophones were no longer manu- 
factured. 

That it was Lippincott and not Edison who, up to 
1891, was accountable for the business management of 
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the North American Phonograph Company, is suf- 
ficiently shown by vice-president Lombard in the let- 
ter of February 19, 1891, which he sent to Spencer 
Trask & Co. Lombard had been asked by Trask & Co. 
; to explain the condition of the North American Com- saleie - 
” pany; and this was his answer (Bulkley’s Affidavit, 
D. B., p. 203) : 
F di ’*% 
“ The organization of the company’s business, the 
arrangements with its licensees and its general 
Jinancial management were, as you know, wholly 
¥ under the personul supervision and control of our 
president, Mr. Lippincott. From the date of or- 
ganization to a few days after the issuing of the 
notice referred to, Mr. Lippincott had devoted his 
entire time to the discharge of his duties at great 
re sacrifice to his health, and finally suecumbed to 


an illness so severe that fora period of three 
‘ months we were unable to consult or advise with 
him, except at long intervals, and then only on 
questions of absolute necessity, and he has not yet 
been able to be present at the office of this com- 
ee 4 pany. Under these circumstances the calling of a 
meeting of stockholders when no report of the chief 
executive officer could be presented seemed inad- 
visable, and the opinion of the board of directors in 
this respect was concurred in by a large number of 
: the company’s stockholders. 
aa , ; “ One of Mr. Lippincott’s first acts upon partial 
recovery from his illness was thal of requesting that 
an executive committee be appointed to assume his 
duties, and the suggestion was acted upon by the 
board. 

“The committee at once undertook the work, 
but at the outset encountered obstacles in the way 
of litigation which have resulted in serious em- 
barrassment, believed to be temporary only, but 
nevertheless so far unsettling plans for the future 

. that at present no intelligent recommendation can 
la , - ; be offered by the company’s management.” 
(Italics ours.) 
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Not only is Lombard’s statement not consonant with 
Judge Hazew’s finding that Mr. Edison was then or 
had been in control of the North American Company ; 
but it is in absolute corroboration of Mr. Edison’s afli- 
davit to the effect that, during these years, the latter 
had nothing whatever to do with the management or 
the business affairs of that company (Appeal Rec., 
p. 797). 

Thus, while Lombard, in February, 1891, said 


“ The organization of the Company’s business, 
the arrangements with its licensees and its general 
financial management were, as you know, wholly 
under the personal supervision and control of our 
president, Mr. Lippincott,” 


Edison, in his affidavit of January 23, 1896 (Appeal 
Rec., pp. 797, 804), said : 


“ The business scheme was not my own, but 
was that of Mr. Lippincott and his associates, the 
gentlemen connected with the American Grapho- 
phone Company, and I had nothing to do with it 
except to carry on experimental work in my labor- 
atory and through the Edison Phonograph Works 
to manufacture the phonograph.” 


Clearly, in view of Lombard’s statement, Edison’s 
must be accepted as correctly representing that im- 
portant item of history relating to the early control 
and management of the North American Company. 
But in the absence of other proof, the conclusiveness 
of Edison’s affidavit should neither be questioned, ig- 
nored nor rejected, the same having been offered in 
evidence and adopted by complainant as_ its 
own exhibit (Appeal fRee., p. 794). And, 
having been so offered, the affidavit is made 
accessible in all of its parts to defendants 
for whatever use they may choose to make of it. Com- 
plainant, by producing the affidavit, has impliedly 
vouched for the truth of the facts recited in it, and all 
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of the statements therein contained are now made ad- 
missible as their declarations (Western Union Tel. Co. 
vs. Baltimore & O. Tel. Co., 26 F. R., 55, Wat- 
LACE, J.). , 

As to the unfounded and unproved allegations that 
Edison had done less, in perfecting the phonograph, 
than he might reasonably have been expected to do, it 
is charged in the eighth paragraph of the bill of com- 
plaint (Appeal Recor, p. 9) that, 


“ prior to July 1, 1893,” complainant, pursuant to 
the rights of its license contract, 

“‘ ordered a number of phonographs and supplies 
therefor from said North American Phonograph 
‘Company * * * which your orator duly paid 
for, and which were duly delivered by said North 
American Phonograph Company, but which, owing 
to their inferior quality, were unsalable, and oc- 
casioned great losses to your orator by reason 
thereof; and the said North American Phono- 
graph Company and the said Edison, who had 
become president and manager of said North 
American Phonograph Company, on having their 
attention called thereto by your orator and its 
predecessors, refused to make and did not make 
any attempts whatever to remedy the defects and 
to improve the character and quality of the prod- 
ucts supplied as aforesaid to your orator, or to 
assist your orator by supplying it with salable and 
proper machines and supplies therefor.” 


This mendacions allegation, which is aimed not at 
the defunct North American Company, but only at Mr. 
Edison, would indicate that Mr. Edison had only at 
last succeeded in producing a few poor and unservice- 
able machines, and that he had taken no pains what- 
soever to improve their quality. These imputations, 
however, are absolutely disproved ; and by complain- 
ant’s own proofs ; and, aside from the Edison affidavit, 
by the first circular letter of Trask & Co., which was 
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yt offered by complainant as its Exhibit No. 17 (Appeal 
ue Rece., pp. 734-737). 
yl- Clearly if, in February, 1890, the North Anferican 
Company could truthfully say that 
id - “6,275 machines have been distributed within the 
it past six months” : 
° ¢ and that (Jdid., p. 736), 
— “Deliveries from the manufacturers are now 
1? averaging sixty machines per day,” 
re i 
ef the eighth paragraph of the bill of complaint is not 
, an honest statement. , 
. It was well understood by Trask & Company, and 
ne by every one else acquainted with the phonographic 
_ history of that day, that the essential difticulty was 
h that there wus no substantial demand for the phono- 
y graph for those purposes for which it had been de- 
af signed ; and in their second circular letter to cus- 
8 tomers who, upon their recommendation, had bought 
7 ws the stock of the North American Phonograph Com- 
- pany, Trask & Co. frankly said (post, p. 186) : 
, “We deem it but just to you to add 
rs that the demand for the phonograph 
ne for commercial purposes has been dis- 


i- appointing. Wedo not attribute this 
8 to any defect in the instrument itself, 
bd  * * * for itis well known that many. 
a other devices, now unqualified suc- 
cesses, passed through similar experi- 


lw i; 

), 7 " ences before their value was recog- 

n nized.” (Black type ours.) 

)s 

e é s The phonograph of 1888 was doubtless mechanic- 

- ally imperfect in many respects, but the machine 

it™ which was constructed by Edison in the fall of 

- 1889 unquestionably contained substantially every 
i 
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feature of perfection and excellence that char- 
acterizes the talking machine of the present day. 
Perhaps, and doubtless, the machine of 1889 was still 
imperfect ; but whatever its mechanical imperfections, 
it was superlatively the superior of all other talking- 
machines of that period. 

Thus, as to the early imperfections of the machine, 
its improvement, his competition with the grapho- 
phone inventors, the elimination of the graphophone 
from the talking-machine field, the failure of Lippin- 
cott, and other causes that led to the failure of the 
phonograph business, Edison in his affidavit of Janu- 
ary 23, 1896 (Appeal Rec., pp. 797-798), says : 


‘* After the business of the North American 
Phonograph Company had been gotten under way, 
and both phonographs and graphophones had been 
supplied to that company, it soon became ap- 
parent that neither machine was satisfactory for 
commercial use. I experimented for upwards of 
a year upon the subject, and in the fall of 1889 
produced the phonograph which has since gone 
into commercial use. When the North American 
Phonograph Company began to put this machine 
upon the market, its superiority over (..» grapho- 
phone was so apparent that the graphoplone ma- 
chines at once began to be returned (the business 
being done on a rental basis), and it was not long 
before the North American Phonograph Company 
stopped ordering graphophones and the manu- 
facture of those machines by the American Graph- 
ophone Company ceased. * * * Even with 
the improved phonograph, the business of the 
North American Phonograph Company was not a 
success, because users could not be convinced of 
the utility of a talking-machine as a substitute for 
a stenographer. In May, 1891, Mr. Lippincott. 
made an assignment for the benetit of his credit- 
ors and retired from the business of the North 
American Phonograph Company, the management 

- of which company was continued by persons who 
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had been associated with Mr. Lippincott. Prior 
to this time the North American Phonograph 
Company had been paying the American Grapho- 
phone Company $10 on every phonograph which 
was put out, but after Mr. Lippincott’s assign- 
ment, the North American Phonograph Company 
was found to be in an exceeding embarrassed 
condition, and it discontinued making these 
payments to the American Graphophone 
Company. The North American Phonograph 
Company continued to do business, however, with 
the phonograph, while the American Grapho- 
phone Company did no business whatever and did 
not at once resume the manufacture of the grapho- 
phones. 

“This condition of affairs continued until early 
in 1893, when the Graphophone Company resumed 
its manufacture, but instead of making the graph- 
ophone of its patents and such as it obligated 
itself by the contracts of 1888 to make, it made a 
graphophone embodying the principal features 
which I had put into the improved phonograph 
after the contracts of 1888, and which had been 
patented to me.” 


As to all of these facts, we believe the foregoing state- 
ments of Edison should have been sufficient, since the 
affidavit in which they appear was offered in evidence 
by complainant; but there is now an abundance of 
corroborative proof. The explanations of Trask & Co.’s 
circular letter of February 24, 1891 (Bulkley Affidavit, 
D. R., p. 205 ; post, 186), go far beyond the information 
furnished by Lombard’s letter, and vividly show why 
the business of the North American Phonograph Com- 
pany and its licensees had failed. Nor can the cor- 
rectness of these representations be doubted. Every 
statement herein contained, surrounding the embar- 
rassing situation with which Trask & Co. were con- 
fronted, bears the mark of honesty, for, throughout, 
these statements are declarations against interest, and 
as such are entitled to all credit. In them, however, 
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there is no word of complaint against Edison, nor that 
Edison had failed to perfect the phonograph to the 
utmost of his ability. The one trouble was that the 
4 demand for the phonograph had been overestimated by 
= 4 the promoters. Thus, Trask & Co. said : ares 


“ (Confidential.) 


New York, February 24, 1891. 


** We beg to advise you, as a subscriber through 
us to the stock of the North American Phono- 
graph Company, that it will be necessary to pre- 
sent the certificates for stamping at the office of 
the State Trust Company, 50 Wall Street, New 

~ 4 York, in order to collect the dividend due on the 
28th inst. 

“Tt will be recalled that when we made the offer 
of stock a year ago, we arranged that a deposit 
should be made with the Trust Company to insure 
the payments of the dividends due August, 1890, 
and this month. 

“ At that time everything seemed to warrant the, 
expectation that at the expiration of this period the 
business of the company would be so well established 
that dividends could be easily maintained. Very 
7 7 greatly to our regret these anticipations have not 
been realized, the company having during the past 
six months suffered from a combination of un- 
favorable circumstances, some of which are referred 
to in the enclosed letter from the vice-president, 
and in consequence ouly the guaranteed stock will 
ww 4 receive the dividend. We deem it but just to you 

3 to add that the demand for the phonograph for 

q commercial purposes has been disappointing. We 
do not attribute thisto any defect in 
the instrument itself, for we have personally ‘ * 
demonstrated that it has a great sphere of useful- 


= ness, but to improper methods used to introduce 
it in many cases and to the questionable judgment 
a 
¥ = 
w “4 
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in other particulars in the management of some of 
the companies. We have devoted much of our 
time and money to endeavor to remedy these evils, 
_ as they have developed from time to time, and will 
a, continue to do all in our power, but it should be 
= . understood that the situation is at present dis- 
couraging in many respects. We do not, how- 
ever, abandon hope of the ultimate success of the 
phonograph, for it is well known that many 
other devices, now unqualified succes- 
ses, passed through similar experiences 
- before their value was recognized. 
} (Signed) Spencer Trask & Co.” 
(Italics and black type ours). 


The earlier Trask letter, of February, 1890, was 
offered in evidence by complainant to show how fine a 
business it was that Edison destroyed through the sup- 
posed manipulation of a suspension agreement, some 
4 four years later (Appeal Rec., p. 734 et seg.). But the 
q Lombard letter of February 19, 1891 (supra, p. 180), 
and the subsequent Trask circular of February 24, 1891 
(supra, p. 186), which shows the practical failure of 
the phonograph business early in 1891, although doubt- 
less known to complainant, were not offered in evidence, 
nor, until recently, had they come to the knowledge of 
defendants. The meaning of the Lombard letter and 
the second Trask circular are not to be misunderstood. 
~ ; And here, we may ask whether, if they had been before 
Judge Haze, it could have been his finding either that 
Edison was in control of the North American Company 
in the years subsequent to 1889, or that the failure of 
the phonograph business was in any degree owing to 
the Jack of an honest effort on his part to improve the 
- a ° machine ? 
But if the vital facts relating to the failure of the 
phonograph business were not before the court, there 
» was an abundance of proof to show that the New York 
Company, successor of the Metropolitan and The New 
York Phonograph Companies, was insolvent long prior 
to the year 1894, and that such was the case, Judge 
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Hazet clearly understood. Thus, he said (136 F. R., 
607) : 


“ The provisions of the agreement, fairly inter- 
preted, undoubtedly require the complainant com- 
pany to operate the business and to fulfill its con- 
tractual obligations. * * * Assuming, there- 
fore, the insolvency of complainant, in the circum- 
stances of this case, it is doubtful whether the 
defendants can be heard fo assert complainant’s 
insolvency. There is no doubt that complainant 
could have procured any necessary finances to 
actively establish the business if the defendants 
had acquiesced in its exclusive license and fur- 
nished phonographs and supplies under such 
license, after acquiring the assets and good will of 
the American Company.” (Italic ours.) 


In taking account of the covenants of the confirma- 
tion agreement to determine whether, under that 
agreement, Edison could have been required to surren- 
der his patents for improvements made after the failure 
of the North American Company, the early insolvency, 
both of the North American and the New York Phono- 
graph Company, becomes a factor of the first import- 
ance. As to the later insolvency of the North Ameri- 
can Company and the practical failure of its business 
as early as 1891, enough has already been said ; but, 
as to the insolvency of the New York Company, we 
may now refer toa part of the evidence which was 
before Judge Hazex when he said : 


“ Assuming, therefore, the insolvency of com- 
plainant, in the circumstances of this case, it is 
doubtful whether the defendant can be heard to 
assert complainant’s insolvency.” 


» Gottschalk, one of its organizers and secretary of 
the Metropolitan Phonograph Company, until its con- 
solidation with the New York Company in 1890, hav- 

-ing been called as a witness (Appeal Rec., pp. 1523- 
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mn, * » 1524, Qs. 26, 27, 29), said that the business had never 
been successful and that from the start they had run 
behind. In the beginning, he says, the business in- 
er- creased for some nine months, but thereafter not more 
110 “wf than 25 per cent. of their leases were renewed. This 
on- was in 1890. And he further said (Avswer to Q. 29): 
re- 
m- aa \ * * * «We were running very much behind 
‘he month after month, so much so that had we not 
u’s arranged with The New York Company, it would 
inc ‘have been necessary to have given up our lease 
to on our office on Fifth Avenue.” 
its ‘ 
i And then it was (in 1890) that Gottschalk, recog- 
ch : nizing the phonograph business to be a failure, 
of wholly abandoned the substantial interest he had in 
~ the consolidated company and sought other employ- 
ment. In 1892 the officers of the New York Company 
a- sought the services of professional accountants, and 
iat in that behalf a report, dated July 12, 1892, was ren- 
n- dered (Appeal Rece., p. 1761, Exhibit 10), covering a 
re period of eighteen months, between January 1, 1891, 
- and July 1, 1892, which showed that the working cap- 
o- ital and all other available assets df the consolidated 
t- company had been entirely exhausted. In April, 1892, 
‘i- the New York Company borrowed five thousand dol- 
ss lars from Mr. Fahnestock, which was not repaid (Ap- 
oie peal Rec., p. 1579) ; and the amount of that loan hav- 
ve ing been exhausted, a further loan of one thousand 
AS dollars was obtained from James Constable (Appeal 


Rec., p. 1657), which also, as Fahnestock says, was 
not paid (Appeal Rec., p. 1606, Re-x-Q. 690). 


lk And the insolvency of the New York Com- 
IS . pany, in the summer of 1892, is elsewhere shown and 
io ® 


repeatedly admitted by .Fahnestock (Appeal Rec., 
(pp. 1585-1587) ; and is also shown by the testimony 
of Clerihew, of Whitehead, Clerihew & Briggs, by 
of ‘ * whom the accountant’s report was rendered (Appeal, 
1 Rec., pp. 1710-1713). 

And again, after the Fahnestock and Constable loans 
= had been exhausted, as'is shown by the minutes of the 
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New York Phonograph Company, a special meeting of 
the board of trustees was called for June 12, 1892 (Ap- 
peal, Rec., pp. 1631, 1632), whereat a resolution was 
offered directing the executive committee to 


“ make a careful investigation and report with a 
view to ascertaining if the company can continue 
[in business| without danger and report within 
ten days to the board.” 


And also, at this meeting (Appeal, Rec., p. 1632), 


“ The Treasurer was authorized to borrow one 
thousand dollars if needed.” 


And to the same effect is the deposition of Victor 
E. Burke, the first President of the Metropolitan Com- 
pany (Appeal, Rec., pp. 1640-1648). 

For years prior to the bringing of this suit (January 
21st, 1901), and thereafter, the stock of the New York 
Phonograph Company, of a par value of one -hundred 
dollars a share, sold for twenty-five cents per share, or 
for no price at all. Its president, now vice-president, 
Hugh M. Funston, bought the stock for twenty-five 
cents per share some time in 1901 or early in 1902, and 
several months later (in September, 1902), sold it at 
one dollar per share (Appeal, Rec., pp. 1535-1539) ; 
and while he was thus dealing in a sixty-share lot, he 
knew of another lot of fifteen hundred shares that he 
might have bought at the same price, namely, twenty- 
five cents per share; but here the risk was too great 
for his limited means (Appeal, Ree., p. 1545, Re-d. Qs. 
92-100). And, according to Fahnestock, such had been 
the status of the New York Company since the year 
1892, who says that its stock was no more valuable at 
the earlier thav at the later date (Appeal, Rec., pp. 
1578-1587). 


The Nature and Degree of Complainant's Lnsolvency. 


It is true that complainant’s insolvency was not an- 
nounced through the courts, or to the public in general, 
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but technically, it was none the less complete. If the 
insolvency of the New York Company, either in 1892 
or thereafter, had been publicly announced through in- 
solvency proceedings, this fact would have sufliced for 
proof of the fact of insolvency ; but proof equally con- 
clusive has been supplied from other sources as above 
set forth. 

There is an abundance of authority for our use of 
the term. Complaivant’s insolvency was an insolvency 
that is clearly within the general definition ; and was 
of that degree of pecuniary incompetency which was 
repeatedly designated as insolvency in Brush-Swan Elec- 
tric Co. vs. Brush Electric Light Co., 41 F. R., 163; 43 
F. R., 225; 52 F. R., 37. And such is the popular 
definition of insolvency. In Bouvier’s Law Dictional 
Dictionary, 10th Ed., Vol. 1, page 641, insolvency is 
thus defined : 


a 
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“The state or condition of a person who is in- 
solvent (q. v.). 
“2. Insolvency may be simple or notorious. 
e Simple insolvency is the the debtor’s inability 
to pay his debts, and is attended by no legal 
badge of notoriety or promulgation. 
Notorious insolvency is that which is designated 
by some public act, by which it becomes notorious 
and irretrievable, as applying for the benefit of the 
a insolvent laws, and being discharged under the j 
same. (Black type ours.) 
“3. Insolvency is a term of more extensive sig- i 
nificance than bankruptcy, and includes all kinds i i 
of inability to pay a just debt. 2 Bell’s Com- 
mentaries, 162, 5th ed.” 


Complainant’s Breach of Contract Arising From Its 
Insolvency, a Breach of a Dependent Covenant. 


From the year 1892 there were many breaches, by 
we _ the successor of the Metropoliton Company, of the 
latter’s license contract ; but it suffices for our purpose 
to point to complainant’s insolvency, since, in and by 
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the license itself, insolvency was made ground for its 
abrogation. And insolvency, having been made 
ground for the abrogation of the license, such insolv- 
ency must have constituted a breach of a dependent 
covenant, or a breach extending to the entire consider- 
ation of the contract, and which, within the meaning 
of the confirmation agreement, must have rendered the 
latter invalid and nugatory. 


Parker vs. Russell, 133 Mass., 74. 

Railroad Co. vs. Van Dusen, 29 Mich., 431. 

Richmond vs. Railroad Co., 40 Iowa, 264, 
275. 

Union Pacific Ry. Co. vs. Travelers’ Ins. 
Co., 83 F. R., 676, 679. 

Higgins vs. Delaware, L. W. R. R., 60 N. 
Y., 553, 557. 

Leopold vs. Salkey, 89 Ill. 412. 

° _ Keck vs. Bieber (Pa. Sup.), 24 Atl., 170. 


By Section 14 of the Metropolitan license, and by 
that section of all of the other North American 
licenses, insolvency of the licensee is made ground for 
rescission of the license contract, although it is held 
by Judge Hazer, 136 F. R., 607, that notice by 
the licensor was made a condition requiring fulfillment 
before the right of rescission might be exercised ; but 
whatever the requirement of notice, ag a preliminary 
to the abrogation of the license itself, the contirmation 
agreement contains no such condition. And, therefore, 
in determining whether the confirmation agreement 
has or has not been made nugatory, the essential ques- 
tion is merely whether some condition extending to 
the entire consideration of the license contract has 
been broken ; and not whether complainant has been 
notified that by reason of such breach the right of re- 
scission will be exercised. How and by what means 
the license itself might have been abrogated, upon 
failure of performance by the licensee was one thing, 
and what would render the confirmation agreement 
ineffective, quite another. In either case, a breach of 
the license was necessary, but notice to the licensee in 
the latter was clearly not required. 
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Forfeitures Under Section 14 of the Metropolitan 
License. 


Unquestionably, under Section 14 of the Metro- 
politan license, the licensee’s insolvency or disability 
was made ground for its rescission; and not only did 
such insolvency give to the licensor the right of abro- 
gation, but the right to enter the territory and prem- 
ises of the licensee company, and as well to take the 
licensee’s plant at an appraised value, either to satisfy 
unfulfilled obligations, or for its own future use in the 
future carrying on of the business. More drastic pro- 
visions for a licensor’s protection could scarcely be 
imagined, for, clearly under these provisions, sum- 
mary eviction equally awaited those who could not and 
those who would not meet their obligations. The es- 
sential parts of Section 14 (Appeal Rec., pp. 919, 950) 
are : 


“ 1f the party of the second part [the Metro- 
politan Company] shall fail to pay to the party of 
the first part |the North American Phonograph 
Company] any sum or sums of money which may 
be due under this agreement, * * * or if the 
party of the second part shall violate any other of 
the terms or conditions of thisagreement, * * * 
or if the party of the second part sball become 
bankrupt or insolvent, and shall so continue, for 
the period of thirty days, then the party of the 
first part may, if it shall so elect, by written notice 
to the party of the second part (or those in charge 
of any of its offices) immediately terminate all the 
rights granted by the party of the first part here- 
under and take possession of and remove all pho- 
nographs and phonograph-graphophones and sup- 
plies therefor, * * * and may collect from 
any sub-licensee or purchaser all sums then or 
thereafter due to it, or to the party of the second 
part for the use or purchase of any instruments, 
* * * oritmay, * * * leave in the enjoy- 
ment and use of any phonograph or phonograph- 
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graphophoue, any licensee or other person in 
actual possession thereof, * * * and collect 
from him or them such sums as may then and 
thereafter be or become due * * * and may 
take possession of the premises of the party of 
the second part used for carrying on his business 
and keep and conduct thesame. The property so 
taken * * * may be returned within six 
months from the taking, in which case the party 
of the first part shall pay * * * reasonable 
compensation for its use, or the party of the first 
part may retain the same as its own property and 
pay therefor a reasonable price (not exceeding the 
actual cost thereof) within seven months after the 
taking.” 


In short, in the confirmation agreement, the North 
American Company and Lippincott promised many 
things to Edison and the latter’s companies: They 
promised to do many things themselves;,and they 
promised Edison and his Companies that the Metro- 
politan and New England Companies would do many 
others. But, after their own insolvency, they could 
neither themselves perform such promises, nor were 
they in position to compel the Metropolitan and New 
England Companies to perform promises which they 
(the North American Company and Lippincott) had 
agreed the Metropolitan aud New England Companies 
would perform; nor after their insolvency were the 
Metropolitan and New England Companies able to 
perform, as Lippincott and the North American Com- 
pany had agreed they would do. 

And performance under the confirmation agreement, 
for the benefit of Edison and his companies, having be- 
come impossible, how, under that agreement, may it 
be urged that Edison should be. required to perform 
by turning over his improvement patents? But more 
important than all else in this connection is the fact 
that the contirmation agreement added nothing to the 
rights of the licensee companies respecting Edison’s 


improvement patents. What they were due to receive ~ 
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through the agreement of August 1, 1888 (supra, pp. 
35-37), was neither increased nor diminished by the 
confirmation agreement. 


Complainant’s Laches in Moving to Punish 
for Contempt. 


The important inquiry in considering the laches of 
the case is whether defendant has been injured by 
‘complainant’s delay in beginning its contempt pro- 
ceedings. Complainant will contend that during the 
period of its inaction, defendant has simply gone on 
with its business, and that instead of suffering injury it 
has greatly profited by the delay. But this is far from 
the fact. During the past eighteen months, if such an 
exigency had arisen, the National Company could 
easily have so changed the apparatus of its manu- 
factures as to have eliminated the invention of every 
existing Edison patent. During all of these eighteen 
months, we have stood ready to discontinue such fac- 
tory processes as are used at Orange, New Jersey, and 
all such patented devices of Mr. Edison as were in- 
vented by him after the dissolution of the North Amer- 
ican Company and the sale of its assets ; although 
we do not see why we should be called upon to do so. 
Our apparatus, as we thought and still think, was suf- 
ficiently changed to meet every requirement of the 
injunction, and to relieve us from all further demands 
for damages and accountings ; but, if it were now 
found that we had not met the requirements of the in- 
junction, and that we were still infringing patents, such 
a finding would doubtless give color to the claim that, 
during this period, we had also rendered ourselves 
pecuniarily liable for all such infringements, whereas 
all such further liabilities would have been avoided, at 
the instant, upon being advised of the infringement. 
All necessary changes would have been immediately 
made. Mr. Dyer says all such changes might readily 
have been made (his affidavit, pp. 64, 65, 66). This, 
however, is an assertion that’need tax the credulity of 
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no one. The merest inspection of such of the Edison 
devices as are now used shows that they could be re- 
placed in a very short time and with little expense. 

We cannot believe that complainant’s excuse for the 
delay is a sufficient explanation. Nor do we even believe 
that these excuses would now be urged, or that there 
would be occasion for urging them, if the decision of 
Judge Krocu had been otherwise than in complainant’s 
favor. 

If it were conclusively proved that complainant had 
deferred its contempt proceedings to await results in 
the State court, could it be assumed that such an order 
might now be granted ? 

But aside from the question whether defendant 
would have been injured by the delay, under the 
authorities, we believe the delay of eighteen months, 
in itself, has been of sufficient duration to defeat the 
petition. 

In People vs. Canvassers, 74 Hun, 179, 189, two of 
the judges of the General Term held that, on the face 
of the proceedings, by a neglect of about one year, the 
injunction had not been waived. Although, it was here 
implied that if on the return of the order to show 


-cause, it appeared that the defendant had been injured 


by the laches, such proceeding would be dismissed. 
Thus the court said : 


“Tt is urged that the order appealed from was 
properly denied because of the delay in asking for 
it. Itseems to me this position can be more 
properly considered on the final hearing of the 
ease. ButIam unable to understand how the 
delay in relator’s taking proceedings on account 
of the alleged disobedience of defendauts of the 
order of this court should defeat the motion, 
unless it is shown that such delay injured the de- 
fendants or prevented them from interposing 
some answer to the motion that could have been 
asserted if the application had been sooner made. 
The authorities to which my attention hus been 

_ called are not parallel. In Jourden v. Hawkins 
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{17 Johns., 35) a motion was made for an attach- 
ment against the sheriff on account of acts of his 
deputy, after eighteen months’ delay. During the 
eighteen months the deputy and his sureties had 
become insolvent. Hence, it appeared that the 
sheriff was injured by the delay in moving for the 
attachment. In the case of The Hing v. The 
Sheriff of Surry (9 East, 467) the facts were the 
same asin the case last cited. ex v. Perring et al., 
late Sheriff (3 Bos. & Pull., 151), was also a 
similar case and decided on the authority of 
The King v. The Sheriff of Surry (supra). Mt is 
possible that on the return of the order to show 
cause respondents may show that they have been 
injured by the delay, but no such injury appears 
in the papers submitted to us.” 


But the third member of the court (MayHawm, P. J.), 
‘said the delay, of itself, whatever the facts as to in- 
jury to respondent, was sufficient to defeat the petition 


(Ibid., p. 193) : 


“ It is also urged with a great deal of force that 
the relator has delayed for more than a year in 
making this motion, and has by laches waived any 
alleged violation of the orders which might have 
occurred. It has frequently been held that laches 
in moving to punish an alleged contempt is ground 
for denying the motion. No suflicient reason is 
given for this delay. The authorities seem to be . 
uniform in this country and England that an at- 
tachment for contempt should be moved for by 
the party claiming to be aggrieved in a reasonable 
time (Rapalje on Contempts, § 92; Jongin v. 
Cheney, 1 Hill [So. Car.], 145). In Hing v. Surry, 
(7 Term, 452), it was held that a delay of ten 
months barred an attachment (Rex v. Perring,3 Bos. 
& Pull., 151). In Jourden v. Hawkins (17 Johns., 
35), eighteen months’ delay was held fatal. On 
these grounds alone the order asked for might 
have been properly denied. If the views expressed 
herein are correct, it is probably unnecessary to 
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go farther, as they would result in the affirmance 
of the orders and dismissal of the appeals.” 


The G. C.& 8. F. RB. R. vs. F. W.& N.O.B. RB, 68 
Tex., 98.— 


“The appeal was perfected in June, and this 

motion (for an attachment) was filed herein the 

9th day of November, 1886. It was hardly prac- x « 
ticable to have made the application to this court 
in time for a hearing before the adjournment of 
the Austin term, and we fail to see how this delay 
of one month since the meeting of this court could 
operate to the prejudice of respondents or in any 
manner relieve them from the consequences of 
their contempt.” 


McCormick vs. Jerome, 15 Fed. Cas., 8721--Where 
an order granting an injunction was made, and the writ 
of injunction, issued thereon, was not tested until more 
than six weeks afterwards, and was not served until 
within seven days of one year after the date of its teste, 
held that a disobedience of the writ should not be pun- 
ished by attachment. 
-Here the petitioner lost all benetit of his injunction 
by neglecting for one year to serve it. The case is not 
or~ all fours with ours; butit may be taken as an wuthority 
to the proposition that, generally, such a delay will be 
fatal to a contempt proceeding. 
Matheson vs. Hanna-Schoellkopf Co., 122 F. R., 836. 
—In this case, the facts upon which the proceeding ' . 
for contempt were based were known to the petitioner 
more than four years before the attachment was asked 
for, and no explanation of his delay was offered. The 
court said that it was the duty of the petitioner to act 
promptly instead of going on as if nothing important ‘ 
had happened. The court further said : 


“TIT do not say that the lapse of time is in all 
cases a Sutlicient reply to the charge of contempt, 
but certainly after four years the case should be 
clear and the circumstances should call distinctly 
for the court’s action.” 
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The motion for an attachment was refused. 

Mills vs. Cobby, 1 Meriv., 3.—This was an injunc- 
tion forbidding defendant to institute an action at law. 
The injunction issued on the 21st of February. On the 
19th of May following the defendant served a declara- 
tion in ejectment. The notice of trial was issued on 
the 5th of July. Not until the 1th day of July was 
the first objection to this procedure made, and at that 
time a motion for an attachment was made, and the 
same was denied. 

The court held that serving a declaration in eject- 
ment was a contempt, but that the plaintiff was barred 
by laches and acquiescence. 

Jourdan vs. Hawkin, 17 Johns., 35.-—In this case, a 
motion was made for an attachment against a sheriff on 
account of acts of his deputy after eighteen months’ 
delay. During the eighteen months the ‘deputy and 
the sureties had become insolvent: hence the sheriff 
was injured by the delay, and in this case it was held 
that the laches of the plaintiff, coupled with the damage 
to the defendant, constituted a defense to the proceed- 
ings te punish the sheriff for contempt. 

Mongin vs. Cheney, 1 Hill, fol. 145.—In’ this case & 
rule against a sheriff was moved for a contempt com- 
mitted three years previously. The contempt consisted 
ina failure to take proper action under an execution. 
The court said that the rule must be moved for within 
a reasonable time after the default, and laid down as a 
test in this particular case that it must be moved for 
before the execution had lost its active energy. A 
period of three years’ delay was held to be fatal. 

In many cases, among which are those above cited, 
it is held that material delays in commencing contempt 
proceedings must be excused. But are the ex- 
cuses here offered satisfactory ? Is it not significant 
that 


'“the unfortunate controversy existing between 

2 my associate, Mr. Elisha K. Camp, and the New 

York Phonograph Company and its secretary, Mr. 
Andem,” 
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of which Mr. Hicks speaks (his affidavit, p. 89, fol. 354, 
Comp’s printed record), was settled four days after 
Judge Krocu’s decision was rendered ? 

Mr. Hyman, in his affidavit (p. 83, fol. 331) says : 


“judgment for the complainant was ordered” in 
the Davega suit, by Mr. Justice Kroon, “on the 
25th day of June, 1907 ;” 


while in the petition herein (complainant’s printed 
record, fol. 48) it is averred 


“SEVENTEENTH: That on or about the 29th day 
of June, 1907, the controversy between the com- 
plainant and its solicitor of record was settled and 
he was paid in full for his services and retired 
from further participation in the case, consenting 
to the substitution of Tomlinson, Tompkins & 
Tomlinson, the present solicitors, who have since 
been actively engaged in the preparation of the 
present motion.” 


This substitution is referred to as a circumstance of 
moment ; but while, at no time after January 1904, had 


Mr. Camp appeared in the case, either at the taking of ° 


testimony or at the hearing, Mr: Tomlinson, senior 
member of the present firm of solicitors, hel». 1 to argue 
the case at final hearing, before Judge Haze, in May 
and June, 1904, and, with the exception of one motion, 
has taken part at every hearing from that to the pres- 
ent time. 


Moreover, Mr. Hicks makes no secret of the fact 
that, from the filing of the complaint, Mr. Camp’s con- 
nection with the case was merely that of solicitor of 
record (Hicks’ affidavit, Complts. printed record, p. 86, 
fol. 344): 


“ The bill of complaint was filed by me and my 
former associate, Elisha K. Camp, Esq., and I con- 
ducted and had charge .of the prosecution of the 
suit from the time of the drawing of the bill of 
complaint and the filing thereof down to the 
service of the injunction upon defendant, the Na- 
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tional Phonograph Company, under the’order en- 
tered upou the mandate of the Circuit Court of 
Appeals affirming the decree of the Cireuit Court 
for an injunction and an accounting.” 


Attachments for Contempt Not Allowed 
Unless Legal Rights Have Been Invaded. 


It is said by Rapalje on Contempt, § 94, page 123, 
that : 


“The proceeding will not be allowed unless a 


” 


legal right is established ” ; 


and such was the decision in People vs. Brotherman, 
36 Barb. (N. Y.), 622. 

In People vs. Brotherman, it was held that an 
attachment would not be granted against an attorney, 
for the non-payment of money collected by him for a 
client, after his right of action had been barred by the 
statute of limitations ; and that payment would not be 
compelled by any form of proceeding, when it appeared 
that there was nothing due according to the law of the 
land. Thus the court said (/bid., 666) : 


“ « Being barred of a remedy by action, he should 
not be permitted to hide his laches under the form 
of a proceeding for contempt.’ The decision in 
Van Tassel v. Van Tassel (31 Barb. 439) is to the 
same effect, and is, as I conceive, directly in point. 
* * * This ground of action, as well as his 
right to summary relief, rested alike on the valid- 
ity of his legal claim. The proceeding by attach- 


ment to compel the payment of money is a civil: 


remedy, and unless a legal right be established, 
the application for the attachment is without foun- 
dation. The court will not compel payment in 
any form of proceeding when it is made to appear 


that there is nothing due according to the law of 


the land.” 
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To establish a legal right is to establish a substan- 
tial right ; and Rapalje’s proposition is but a corollary 
of the more general rule that injunctions will not 


“be issued on account of an infringement which is 
so trivial as to be below the dignity of the court ” 
(Walker on Patents, 4th Ed., § 705, p. 551). 
See, also, Wickwire e¢ a/. vs. Wire Fabric 
Co., 41 F. R., 36, 38; Lowell Mfg. Co. 
vs. Hartford Carpet Co., 15 Fed. Cas., 
No. 8569. 


In the Wickwire case, Judge WaLLaceE said the in- 
fringement 


“is not of sufficient consequence to be the basis 
of a decree for an accounting or an injunction,” 


and such was the view of Justice NELSON in the Car- 
pet case (15 Fed. Cas., p. 1024), where the parts com- 
plained of were 


“ small and limited, as compared with other parts 


of the loom.” 


On their face, those rights to which Judge Hazen’s 
order for an injunction applied were not insig: ‘vant, 
nor too unsubstantial to constitute a legal right; but 
an appearance of substance could not have remained 
in them in the light of what must have been developed 
by an accounting. Lacking the benefit of an account- 
ing, however, at the date of such order, namely, May 
2, 1905, defendant’s business must have been stopped 
if the injunction had not been stayed; and, likewise, 
such business must have been stopped when the in- 
junction became effective on March 26, 1906, had it 
not been possible for defendant to dispense with the 
spiral ribs and the built-up mica diaphragm; and, 
lacking such a showing as an accounting should afford, 
we may admit that the business would still be stopped 
if the built-up mica diaphragm were an indispensable 
feature, since that patent will not expire until June 30, 
1908. 
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But, having dispensed with such features of the Edi- 
son patents, we maintain that we cannot now be held 
for contempt since we are now using none of the Edi- 


‘son patents to which complainant's license can apply. 


At least, it is our belief upon the best investigation we 
have been able to make that we are using no such pat- 
ent. Complainant might have investigated as we have 
done, and had it done so, we believe that it must have 
reached the same results; and it is difficult to believe 
that it has not. An accountiug, however, would have 
afforded the most effective and the most conclusive 
method for such an investigation ; but is it to be pre- 
sumed that complainant would have embarked upon 
such an investigation if, by a preliminary examination, 
it had become apparent that an accounting would show 
that its claim had no money value whatsoever ? 

Even if the Edison patents were still in force, we 
believe an accounting could show for complainant 
neither profits nor damages. Upon a basis of damages, 
an accounting would unquestionably show that com- 
plainant has made money by staying out of the busi- 
ness; while upon a basis of profits, an accounting 
would equally show that defendant must have made 
twice the money it has made if, under the terms of its 
license, complainant had taken up and prosecuted the 
business. Obviously, the findiug of such facts would 
not amount to a showing that legal or substantial 
rights had been invaded ; nor, in contempt proceedings, 
where the rule is that 


“The proceeding will not be allowed unless a 
legal right is established,” 


should they expect to prevail. While Mr. Hicks was 
telling Mr. Pelzer that complainant placed no store 
upon its right to an accounting (Pelzer, D. R., p. 163), 
is it not a fair inference that he no less than ourselves 
believed that such a proceeding could show nothing in 
complainant’s favor? Indeed, if such facts were judi- 
cially found in an accounting they would afford ground 
for a motion to set aside the injunction. 


« 
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What an Accounting Would Show. 


Complainant's License Rights of No Commercial 
Value—Complainant’s Allowance Under the Terms of 
lis License Insufficient to Meet the Expense of Carry- 
ing on the Business. 

The North American Phonograph Company, in 
granting licenses, not only received substantial money 
payments for them, but reserved to itself large rights 
in the future proceeds of the business, as may be seen 
from paragraphs 4, 5, 6, 8 and 11 of both the Haines 


_ and Metropolitan agreements (Appeal, Rec., pp. 907- 


925, 938 -956). 

Broadly, under the terms of these licenses, the North 
American Company reserved to itself one-half of the 
proceeds of the business, while, in addition to what the 
licensees paid in money or stock for their rights, they 
obligated themselves to hire stores, pay salesmen, and 
meet every expense incident to the carrying on of 
either a leasing or selling business. In other words, 
the North American Company, with practically 
nothing to do in the carrying on of the leasing 
or selling business, was allowed to share equally 
with the licensees in the proceeds of the business. 
In the carrying on of the leasing business—which 
was the only plan of business at first contem- 
plated—the machines and supplies remained the 
property of the North American Company (Appeal, 
Rec., pp. 911, 942), while upon each machine the sub- 
companies were held to pay the North American Com- 
pany an annual rental of $20 out of the $40 charged 
to the customer (Appeal, Rec., pp. 912, 913, 943, 944) ; 
and, further, the local companies contracted to main- 
tain a sufficient force to keep all machines so leased in 
good repair (Appeal, Rec., 913, 944). 

And the licenses were even less favorable to the 
licensees respecting miscellaneous supplies and special 
extras, the licensee companies being allowed to retain 
as their share of their proceeds an amount equal to 


Ya 


205 


only 20 per cent. of the price received from customers 
(Appeal, Rec., pp. 913, 914, 944, 945). 

As these licenses show, the outright selling of ma- 
chines was at first considered only as‘a remote possi- 
bility ; nor was there any provision whatsoever for the 
solling of machines prior to January, 1890; but, as 
appears from Section 11 of each of these contracts 
(Appeal, Rec., pp. 917, 948), the right was reserved to 
the North American Company to insist upon the plan 
of selling if, after that date, namely, January 1, 1890, 
“the results of exclusively leasing instruments should 
be unsatisfactory to the party of the first part,” namely, 
the North American Phonograph Company. 

And it was further provided by section 11 of these 
licenses that the prices at which machines should be 
sold to the public were to be fixed by the North 
American Company, and by that company alone, and 
that after deducting the expense of manufacture, the 
remainder of the retail price should be equally divided 
between the North American Company and the li- 
censee. It is needless to say that in these particulars, 


the terms of the licenses were unfavorable to the local . 


companies—and this whether machines were leased or 
sold. Indeed, from what we now know of the business 
the share of the proceeds allowed the local companies 
would have been too small, even had they paid noth- 
ing whatever for the licenses. And such would be the 
fact if, instead of the meager business of that day, 
there had been the large business of the present time 
to be done. At the present time selling agents could 
not be found to do this work for any such share of the 
receipts as was allowed the licensee companies undef 
their contract with the North American Company. 
And that such is the fact may be seen from the dis- 
counts allowed by all of the talking machines compa- 
nies to jobbers and dealers who handle their goods, 
The National Phonograph Company has never en- 
tered upon the business of leasing phonographs, and 
we need, therefore, look no further in complainant’s 
license than for such terms as provide for the sale of 
machines, while attempting to take account of the re- 
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muneration such licensees would receive if they were 
now to undertake to carry on the selling business of 
the National Phonograph Company, under the terms 
of such licenses. 

~ y Everything relating to the sale of phonographs ’ 
within these licenses is to be found in section 11 of 
both the Haines and Metropolitan agreements (Appeal, 
Rec., pp. 917, 946; Deft.’s Ex., pp., 45, 29). A 


“ EveventH. If on the first. day of January, 

~ 1890, or at any time thereafter, the results of 

. exclusively leasing instruments shall be unsatis- 

factory to the party of the first part, it may re- 

: quire the party of the second part to give the 

: public the option of either leasing or purchasing 

the said instruments, and in such event sales shall 

be made at such reasonable prices which shall be 

fixed by the party of the first part, provided, how- 

ever, that if such requirement shall be made in 

the case of any one sub-company, it shall be 

operative in the case of all sub-companies acting 

under the authority of The North American Pho- 

nograph Company or of Jesse H. Lippincott, the 

sole licensee of the American Graphophone Com- 

pany. From the price received from any instru- 

ment so sold, there shall be first’ deducted and 

paid to the party of the first part an amount 

bd ; which shall equal the actual cost of said instru- 

ment to the party of the first part, and the re- 

mainder of such selling price shall be equally 

divided between the party of the first part and 

the party of the second part, settlements and pay- 

; ments to be made by the party of the second part on 

= 4 or before the 10th day of each month for all sales 
made during the previous month.” 
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Under these terms and conditions, it is obvious that. 
complainant’s share of the proceeds from sales of - 
goods could not reach 50°% of the selling price to the 
public if it were selling the goods of the National 
Company, since its share would be but one-half of 
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the price received from customers, after deducting the 
cost of manufacture. If the manufacturer's price were 
40% of the price received from the public—and this, 
Pelzer says is about the figure (D. R., p. 165)—complain- 
ant’s share of the proceeds could amount to but 30% of 
the price received from customers. Complainant’s 
one-half part, after paying the manufacturer, might be 
alittle more or a little less. But, as we shall now 
show, there could be no great departure from the 30% 
of the retail price as its share of the proceeds. 

The jobbers’ agreement, however, which is here in 
evidence as one of complainant’s exhibits (Appeal 
Rec., p. 1023 ; also Andem’s aftidavit, Exhibit C, p. 47, 
herein), clearly shows that the discounts allowed at 
the date of that form of agreement, namely, May 1, 
1900, by the National Phonograph Company amounted 
on an average to more than 509%. Thus, on page 1023 
(Appeal Record) appears the following : 


* JospBERS’ Discounts. 


and Bijou___----------- 50 per cent. off list. 
Gem and Bijou Phonographs 40 “ “ “ « 
Records (Standard size)... 60 “ “ “ “ 


Records (Concert size) . --- - 50 
Blanks (Standard size) _-..55 “ “ “ & 
Blanks (Concert size)__---- 55 


Cash discount : On invoices paid within 10 days 
from date, 2 per cent. ; 
‘Terms: Net 30 days.” 


These prices have, in some particulars, been changed, 
but as appears from the exhibit agreements herein 
presented as a part of Mr. Gilmore’s affidavit (D. R., 
pp. 108-111), they have remained the same respecting 
phonographs, and only differ as to the price of records. 
For the purposes of this discussion, however, the 
prices of the agreement of 1900 may be assumed to be 
the same as those of the agreement of July, 1905— 
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the agreement which, since that date, as Gilmore says, 
has been in force (Gilmore, p. 97). 

Even without the 2 per cent. discount for cash, 
allowed in the 1900 agreement, it is seen that the aver- 
age jobbers’ discount was above 55 per cent., and 
materially so, since records of standard size then were 
and still are a very large item in the sales of the goods 
of the National Phonograpk Company. In the light 
of these figures, it is not difficult to understand why, 
as Mr. Hicks stated to Mr. Pelzer, complainant placed 
no store upon such rights as it might have under an 
accounting. 

Nor are the prices of these agreements fictitious. 
The agreements themselves plainly show that jobbers 
and dealers are and have, at all times, been strictly 
held to the prices therein specified, and that, for viola- 
tions of these conditions, jobbers and dealers are not. 
allowed to continue the sale of such apparatus (Ap- 
peal Rec., pp. 1023-1026; Gilmore’s affidavit, pp. 109, 
111). 

And such, in general, are the prices and restrictions 
imposed upon jobbers and dealers by similar agree- 
ments of the Victor Talking Machine Company 
(Davega’s affidavit herein, pp. 184,185). And not only 
have the talking machine companies impose! such re- 
strictions, but their right to do so has been vepeatedly 
sustained by the courts (Edison Phonograph Co. v. 
Kaufmann, 105 F. R., 960 ; Edison Phonograph Co. v. 
Pike, 116 F. R., 163; Victor Talking Machine Co. 
et al. v. The Fair, 123 F. R., 424 ; National Phonograph 
Co. v. Schlagel, 128 F. R., 723). 

Moreover, the discounts allowed jobbers and dealers 
by the Victor Talking Machine Company, a concern 
whose business is commensurate with that of the Na- 
tional Phonograph Company (Gilmore’s affidavit, p. 
104), are often larger than are the discounts allowed 
by the National Company under the jobbers’ and 
dealers’ agreements of 1900 to 1902, and of July, 1905. 

But, for the purposes of this discussion, it is imma- 
terial whether such discounts once averaged not more 
than 45 per cent., or are now 55 per cent. or 60 per 
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cent. It is enough that the National Company and 
other talking machine concerns have generally found 
themselves obliged to allow discounts which give the 
jobber and dealer a far larger profit than complainant 
would be entitled to receive under the terms of its. 
North American licenses. 

Looking at the retail price lists of the jobbers’ 
agreement (Appeal Rec., p. 1021), it is seen that the 
“Gem” machine is sold to the public for $10, while 
the discount list (Appeal Rec., p. 1023) shows that the 
jobber’s commission in this case is but $4, thus leav- 
ing the National Company $6—an amount which must 
include both its own profit and the cost of manufac- 
ture. Here the jobber’s discount is very low, but even 
in this case the National Company would be a ma- 
terial gainer if the New York Phonograph Company 
were doing the business. If the manufacturer’s price 
for the “Gem” were $4, the National Company’s half 
of the remaining $6 would be $3 against the $2 which 
it now receives, while allowing to the jobber a 40 per 
cent. discount. 

The “Standard” and “Home” machines— 
the most popular forms of machine sold by 
the National Company—are sold to the 
public for $20 and $30, respectively; and 
here the selling discounts are 50 per cent.—that is to 
say, the jobbers and dealers make $10 for selling the 
“Standard” and $15 for selling the ‘ Home,” thus 
showing that the National Company must find its own 
profit, after paying the manufacturer, from the $10 
which it receives for a “Standard” machine and from 
the $15 which, after paying the manufacturer, it re- 
ceives for a “ Home.” 

If, therefore, the National Company pays the manu- 
facturer $8 for a “ Standard ” machine, it has a remain- 
ing profit of but $2, whereas if the New York Phono- 
graph Company were doing the selling, the National 
Company would unquestionably receive for its profit 
one-half of $20 minus $8 ; that is to say, the National 
Puonograph Company would receive, as its net profit 
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upon a “Standard” machine, $6 instead of $2, while 
in the case of the “Home” machine, its net profit 
upon each would be the one-half of $30 after deduct- 
: ing $12, that is to say, $9, whereas the net profit it 
~ 4 now receives is merely $15 minus $12—or $3. 4 
In the case of “Standard size records,” the discount 
list (Appeal, Rec., p. 1023) shows that the selling dis- 
count, in 1900-1902, was 60 per cent., which, in this “a 
-large item of the company’s business, doubtless means 
; that the National Company’s profits were not more 
ses { than 15 per cent. of the selling price, whereas, under 
the terms of complainant’s licenses, the National Com- 
pany’s share, for its net profit, would have been not less 
than 35 per cent. or 40 per cent. 
From the foregoing it becomes obvious that if the 
selling business of the National Phonograph Company 
~ q were now done by complainants under the terms of its ' 
North American licenses, the net profits to the Na- i 
tional Company would be more than twice what they 
now are. f 
It has been stated by complainant that if it were as- : 
sured against competition it could successfully carry [ 
i 
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a a. on and prosecute this business upon the 30 per cent. . 
terms allowed it under its North American licenses. 
This representation, however, is not even plausible. 
The National Company having assumed to itself the 
exclusive right tu do this business, has been unable to 
‘do it upon any such basis, as unmistakably appears 
from the lists of discounts allowed its jobbers and 
dealers (Appeal, Rec., pp. 1021-1023, Gilmore's affi- 
davit, pp. 108-111). 
4 Complainant will doubtless say that the National 
4 Company has been lavish in its allowance of discounts ; 
“ 4 but complainant may easily ascertain that the two or 
three other talking machine concerns now in the field 
allow equal and larger discounts (Davega’s affidavit, : 
pp. 185, 186 ; Gilmore’s affidavit, p. 104). And it is A | 
stated both by Mr. Gilmore and Mr. Davega that no } , 
: one of these concerns could maintain its business if it 
” } attempted to reduce its discounts to jobbers to 30 per 
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cent., or even to 40 per cent. (Gilmore, p. 104 ; Davega, 
p. 189). 

* That the discounts allowed by the National Com- 
‘pany to its jobbers and dealers amount to more than 
50 per cent. is unmistakably obvious, and that the 
share of the proceeds of retail sales to which com- 
plainant would be entitled, if it were doing the busi- 
ness, could not exceed 30 per cent. is equally clear. 


- In fact, as may be seen from the old North American 


‘prices, the commissions then allowed the local com- 
panies, under tle terms of their licenses, were less than 
‘80 per cent. (Appeal, Rec., pp. 1058, 1059). 

In this exhibit, which was offered by complainant— 
a North American price list to its local companies of 
December 15, 1890—we find the selling and manufac- 
turing prices for the three standard machines which the 
North American Company then had for sale to have 
beer as follows : 

(1) Phonograph class “ M,” “ W,” or “T” was sold 
‘to the public for $150, the mauufacturing cost having 
been taken as $65, thereby leaving, as complainant’s 
half of the proceeds, $42.50, the latter amount being 
28.3 per cent. of the retail selling price. 

(2) Phonograph Class “E” was sold for $165, the 
‘manufacturing cost having been $75, thereby leaving 
as the licensee’s half of the remainder $45, the latter 
‘amount being 27.3 per cent. of the retail selling price. 

(3) Phonograph-graphophone type “C” was sold 
for $125, the manufacturing price having been $50, 
thereby leaving for the licensee’s half of the proceeds 
$37.50 the latter amount being 30 per cent. of the retail 
selling price. 

Obviously, the National Phonograph Company had 
absolutely nothing to gain in not recognizing complain- 


-ant’s alleged exclusive rights. And any supposition | 


that the National Company has been seeking larger 
prices for its goods through jobbers and dealers, either 
in the State of New York or elsewhere, than it would 
‘have obtained had they been sold through the com- 
plainant company, must be put at rest by these 
figures. 
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Mr. Gilmore says (p. 97) that 


“‘ In and by these agreements we have attempted 
to make clear the fact that jobbers and dealers are 
given no agency rights whatsoever.” 


' And such is Davaga’s understanding of his agree- 
ment with the National Company (Davega, p. 185). 
Any one, Gilmore says, may become a jobber who will 
agree to purchase and handle a certain amount of 
goods per year (Gilmore, p. 98) ; while, as to dealers, 
the only requirements put upon them are that they 
shall not cut prices, that they shall have an established 
‘place of business, and that they shall place 


‘ an ititial order for at least three machines, each 
of a different style, and one hundred and aay 
(150) records” (Gilmore, p. 98). 


The jobber and dealer handling the goods of the 
National Phonograph Company, find in the discounts 
allowed by that company, merely a tradesman’s protit 
and nothing more (Gilmore, pp. 104, 105 ; Davega, p. 
186). 

As Davega says (pp. 186-188), he makes equally 
large profits upon such other classes of goods as cam- 
eras, kodaks, sporting goods, bicycles and musical 
instruments. 

What it legitimately costs to carry on sucia_busi- 
ress can be shown in no better way than by referring 
to the manner of sale and the discounts that are 
allowed by the one concern which controls the manu- 
facture and sale of cameras and kodaks. Here, as 
Davaga says, no jobbers are employed. The mannu- 
facturer is its own jobber; but there is an army of re- 
tail dealers to each of whom the goods are delivered 
C. O. D. by the manufacturer and wholly at the latter’s 
expense and risk. And further, after all advertising is 
done by and at the expense of the manufacturer, the 
retail dealer is allowed a discount for his profits of 40 
per cent. upon cameras, and 33} per cent. upon kodaks. 
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In other words, in cameras, the dealer buys for sixty 
‘cents what he sells for a dollar; while in kodaks he 
pays sixty-six and two-third cents for what he sells for 
a dollar. And these dealers, as in the phonograph 
business, are held to observe price-cutting restrictions. 

Thus it is seen that the retail dealer who sells 
cameras makes almost precisely the same profit as 
does the retail dealer who sells phonographs and sup- 
plies therefor; while as to kodaks the retailer makes 
somewhat less than if he were selling plhonographs 
generally, although, in selling the “Gem” phono- 
graph, the retail protit is but 30 per cent. 

All of this appears from Davega’s affidavit, who him- 
self does a retail business in cameras and kodaks of 
about $1,500 per month, as against a retail business in 
phonographs and Victor talking machines of $1,000 
per month (Daveya, p. 187). And Davega is also 
a dealer in many other articles upon which even larger 
discounts are allowed. When the bicycle business was 
at its height, Davega was a prominent retailer in that 
branch of trade, and he says (Davega, p. 186) the 
usual discounts to retail dealers, all things considered, 
were better than are the discounts to retail dealers in 
the phonograph business. 

If complainant were the jobber under the terms of 
its license, its discounts could be no more than about 
30 per cent. of the retail price of the goods sold, and 
from this 30 per cent. it would be obliged to allow a 
suitable discount to retail dealers; but there would be 
nothing left for complainant after deducting the re- 
tailer’s discount. In fact, no retailer would sell the 
goods for the 30 per cent.; our preceding figures show 
that retailers could not be enlisted for less than 40 
per cent., and that, while reserving notl.ing for its own 
services and investment, complainant would be making 
an additional loss of ten cents upon each dollar’s worth 
of goods sold. 

Upon these facts, it is not. difficult to see why 


complainant is not now carrying on the business, or 
why it has not proceeded to an accounting. 
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Recognition by the Licensee Companies that the Sell- 
ing Business Could Not be Carried on Upon the 30 
per cent. Allowed by their Contracts. 


Complainant, among many of the other local com- 
panies, having become unable to longer carry on the 
selling business, on July 1, 1893, a so-called suspen- 
sion agreement was entered into to run until July 1, 
1895, under which the North American Company be- 
came authorized to carry on such business (Appeal 
Rec., p. 742; Deft.’s’ Exhibits, p. 67-72); and one 
of the chief provisions of such agreement was that 
competent retail dealers should be employed by the 


North American Company, and that such dealers’ 


should be paid a commission of at least 334 per cent 
of the retail selling price, while at the same time, the 
local companies were themselves to receive 10 per cent. 
of the selling price to the public upon all such goods, 
thus making the selling expense to the North Ameri- 
can Company 434 per cent. instead of the previous 30 
per cent. to which the local companies had theretofore 
been entitled. 

_. Thus, by the third paragraph of that’ contract 
(Appeal Rec., p, 742; Deft.’s Ex., p. 69), it was provided 
as follows : 


“Txirp. The party of the first part [the North 
American Phonograph Company] shall pay to the 
party of the second part [the local company] a 
sum of money equal to ten percentum of the 
selling price to the public of all phonograph sup- 
plies, appliances and attachments therefor, sold 
in, or sold to be used in, the territory now 
covered and operated by the party of the second 
part,” * * * 


while in the seventh paragraph (Appeal Rec., p. 744 ; 
Deft’s. Ex., p. 71), it was agreed that: 


' “Seventa. The party of the first part agrees 
to *.* * employ the most competent, suit- 
able agents, to whom it will pay commissions 
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averaging about thirty-three and one-third per 


centum on the ultimate selling price of phono- 
graphs.” , 


From these figures it is not difficult to understand 
why, at the expiration of its suspension agreement, 
complainant was not willing to resume the business, 
nor why, at about that time the local companies en- 
tered upon a movement seeking a modification of the 
terms of their licenses (McCoy, D. R.,pp. 190-192). Their 
demand, however, was not merely for an increase from 
30 per cent. to 43} per cent. They then demanded 
that their share of the proceeds be not less than 50 
per cent. of the selling price of all such goods (McCoy, 
D. B., pp. 192-196). Nor would this have been an un- 
reasonable demand if they had been willing and able 
to prosecute the business, and, unquestionably, any 
such demand would have been allowed by the National 
Phonograph Company to all of the North American 
Company’s licensees if the latter had been able to pro- 
vide themselves with the necessary funds ; but with 
the exception of the Columbia Company, all of them, 
‘after a few futile attempts’ at reorganization, and the 
raising of capital, dropped from sight, until they were 
apprised of the success of the National Company 
(McCay, pp. 191, 197). 

Mr. McCoy, who was then intimately acquainted with 
the conditions of the phonograph business, clearly under- 
stood that the local companies were at that time de- 
manding of the North American Company modifications 
of their contracts under which they might receive, as 
their part, at least 50 per cent. of the retail proceeds 
in place, of the materially smaller amount of about 


30 per cent. (McCoy, D. R., pp. 191, 192). 


Complainant's Real Object is to Secure a New Con- 
tract. 


Complainant can be benefitted by its iujunction in 
no conceivable way uuless through it, and the stopping 
of the business of the National Phonograph Company, 
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‘the latter may be forced to give up to complainant a 
new and more favorable contract. Unquestionably the 
National Phonograph Company should respect such 
rights as have been adjudicated to complainant ; but 
neither through this injunction nor otherwise should 
the National Company be forced to give to complain- 
ant a better contract than the one which it obtained 
from the North American Phonograph Company. Cer- 
tainly, a better contract could not have been forced 
from the North American Company in any such man- 
ner, and no more should the National Company be 
thus deprived of its rights. 

' We believe it to be clear that complainant is neither 
ready nor willing to carry on and transact the phono- 
graph business ; but if it were, there is neither an 
averment to that effect in the complaint, nor has com- 
plainant offered proof that it now does, or at any time 
has, entertained such wish. If complainant’s rights 
have been violated, its only substantial remedy at this 
time can be by an accounting. If such rights were be- 
ing violated--which we deny—there could be little for 
complainant to gain by stopping the business of the 
‘National Phonograph Company, since, if such business 
were stopped, for that period, there could be nothing 
upon which the National Company could be called 
upon for an accounting. 

Cuar.es L. BuckincHam. 
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plainant a ; 
mably the ADDENDA. 
pect such 
vant ; but 
ain The Plates and Labels Containing Patent 
obtained "4% Dates. 
haa Mr. Hicks (his affidavit, printed Rec., pp. 92, 93) 
eats wen. refers to plates containing inscriptions of patent dates 
npgay be which he saw upon phonographs that were on sale at 
the store of John Wanamaker, and, by a comparison of 
— inscriptions, shows that the plate of machine, H, 
e phono- 208,757, contained many more dates than did those 
ities an of machines No. 225,645 and No. 236,408; and further 
iiss Gann that the latter plates, while omitting many of the 
aty time dates of the first, included some others. Thus Mr. 
’s rights Hicks says (bid, 93) : 
y at this “Of the sixteen patent dates enumerated on 
Laie ie exhibits 84 and 85 (record on appeal, p. 402) all 
little for but one (June 9, 1891) appeared on the plates first 
ae the above described affixed to the phonographs on 
busmess sale at Wanamaker’s on August 30, 1907, but the 
nothing plates of the phonographs on sale at Wanamaker’s 
> called contain additional patent dates.” 
GHAM. But this omission of dates from the later plates can 
ae . afford no ground for surprise. Mr. Dyer says (D. R. 


Affidavits, p. 79) the plate containing the dates first 
referred to by Mr. Hicks 


“was the one commonly used by the National 
Phonograph Company upon phonographs which 
e were manufactured prior to March 26, 1906, but 
at that time or very shortly thereafter this name 
plate was changed to the second form to which 

Mr. Hicks refers.” 


At the time of such change, the patents rep- 
- resented by thirteen such dates had expired either 
by reason of the expiration of their statutory 
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terms of seventeen years or because of the expiration 
of shorter-term foreign patents (Dyer, pp. 79-80). 
Moreover, the invention of the patent represented 
by the date November 12, 1889, namely, patent 
No. 414,761, was discontinued on March 26, 1906, 
in compliance with the requirements of the injunc- 
tion, as was the invention of the patent repre- 
sented by the date June 30, 1891, namely pat- 
ent No. 454,941, for the built-up mica diaphragm. 
As to the remaining dates of the earlier 
plate, Mr. Dyer says (p. 80) the date, September 30, 
1890, might relate to any one of six patents, numbered 
from 437,423 to 437,429 (not including No. 437,428), 
but that none of these patents 


“ has been used for many years, so that this date 
must have been carried over from some old name 


plate.” 


The date, April 21, 1891, Mr. Dyer says (fol. 318), 
relates to patent No. 450,740, which has not been used 
for more than four years, and has doubtless been car- 
ried over from some old name plate ; while the inclusion 
of the date, October 8, 1901, he says, was an obvious 
error, since no phonograph patent was granted to Mr. 
Edison on that date, although a patent for a storage 
battery was then granted to him, a fact doubtless ac- 
counting for tbe error. The date, December 31, 1901, 
he says, relates to patent No. 690,069, granted to E. H. 
Mobley, the inventor of the improvement therein 
claimed. 

Whereupon Mr. Dyer says (fol. 319) : 


“This leaves for consideration only three pat- 
ents each of which I have fully considered hereto- 
fore, namely, No. 604,740, May 31, 1898 (Supra, 
pp. 60, 61, 67); No. 652,457, June 26, 1900, in- 
cluding its reissue of Sept. 25, 1900, No. 11,857 
(Supra, pp. 61, 62, 67), and No. 655,480, Aug. 7, 
1900 (Supra, pp. 62, 67), all of which patents re- 
late to inventions of recent date, of small import- 
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ance, and capable of ready substitution by other 
devices actually in the possession of and manu- 
factured by the National Phonograph Company.” 


As to the date, June 9, 1891, which Mr. Hicks (p. 


_ 98) says is enumerated in Exhibits 84 and 85 (Record 


on Appeal, p. 402) but is not found among the dates 
of the first of the plates referred to by him, Mr. Dyer 
says (his affidavit, p. 18) the invention of this patent 
has not been used in the manufactures of the National 
Phonograph Company for the past seven years. 

Thus not only did the plate first referred to by Mr. 
Hicks require to be changed to remove dates relating 
to patents whose use nad been discontinued, and for 
the insertion of dates relating to patents for recent im- 
provements, but more particularly for the elimination 
of the thirteen dates relating to patents which had ob- 
viously expired. 

Respecting the second plates referred to by Mr. 
Hicks, Mr. Dyer says (Dyer affidavit, p. 81) all of the 
dates thereof, excepting May 31, 1898, June 26, 1900, 
September 25, 1900, and August 7, 1900, represent 
patents which were granted to others than Mr. Edison, 
while such four dates represent Mr. Edison’s patents 
No. 604,740, No. 652,457 (reissue No. 11,857), and No. 
655,480, all being for inventions, which, as above noted, 
were made subsequent to the insolvency of the North 
American Phonograph Company and the sale ofits assets. 

As to the patent dates of the labels aftixed to boxes 
in which Mr. Hicks says Edison phonograph records 
were sold at Wanamaker’s (Hicks Affidavit, pp. 93, 94), 
Mr.-Dyer says (pp. 82, 83), all of these patents, with 
the exception of No. 667,662 and No. 713,209 (which 
are for recent-date inventions and which have been 
twice held invalid by the courts) and the four for the 
vacuous-deposit processes,are for the inventions of 
others than Mr. Edison. All of the Edison patents 
here represented, however, are for processes which are 
practiced only at Orange, New Jersey, and are inde- 
pendent of the products so manufactured (supra, pp. 
58-64; Dyer, pp. 83, 84). 
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The dates upon the plates and labels to which Mr. 
Hicks refers suggest no other or additional Edison 
patents than those which have been considered by Mr. 
Dyer ; nor are they otherwise significant than to verify 
our proofs that, of the Edison patents, some sixty or 
more of them have not been used at all, or certainly 
not since March 26th, 1906. 


Bonds Required by the National Company 
of Dealers. 


A feature is made by Mr. Hicks in his affidavit (p. 
101) of the fact that dealers are sometimes required to 
furnish bonds to secure the National Company against 
violations of their agreements. These bonds, however, 
have been required only in very rare cases. As Mr. 
Dyer explains (his affidavit, p. 85) : 


“It has very seldom been required of dealers, 
and never except as such dealers have once been 
detected in the violation of their agreements. In 
a few instances where dealers have been put on 
the suspended list, the National Company has 
only consented to again sell them goods upon the 
furnishing of this bond. These, however, have 
been very exceptional cases and do not exceed 
three or four instances within my knowledge. 
The exacting of such bonds has in all cases been 
a matter under my immediate charge.” 


No one could deny the right of the National Com- 
pany to refuse to sell its goods to dealers who had 
once broken faith by reselling at less than the pre- 
scribed price ; nor is it any the less the riglc of the 
National Company to demand security for the future 
good behavior of one who has once violated his 
promise. 
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